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2006
Financial Highlights

(Based on Continuing Operations)

H Total Revenue $11.2 Billion - up 16.4%
H Same-Store Retail Revenue — up 4.3%
B Income $130.6 Million — up 9.6%

B Earnings Per Share $1.39 - up 9.4%
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To Our

Stockholders

Roger S. Penske
Chairman of the Board
and CEO

hile 2006 was a challenging year
for many in the automotive industry,
| am pleased with UnitedAuto’s
performance and the accomplishments of our
talented employees. Our business produced
growth in revenue, gross profit, operating
income, income from continuing operations
and related earnings per share. During the
vear we issued our first ever 2-for-1 stock
split, and we rewarded our stockholders by
increasing our dividends to $0.28 per share.

At UnitedAuto, we believe the foundations of
our cantinued growth are our brand mix and
geographical diversification, coupled with our
capital investment program. As a result, we
focus our investments in an effort to enhance
these areas.

During 2006, we acquired businesses

with annualized revenues of over $1.5 billion.
We also invested more than $220 million in
the expansion and improvement of our
dealership operations, These investments
further enhanced our brand mix and geographic
diversity, and allowed us to place over

90 incremental service bays into operation.
As a result, we increased the percent of our
revenue attributable to foreign nameplates
to 93% of our total revenues, increased the
contribution of our foreign operations to
32% of our total revenues, and achieved a
6.9% same-store revenue increase in our
higher margin service and parts operations.

The execution of our vision over time has
helped us achieve consistent same-store
growth. In 2006, UnitedAuto achieved its
eighth consecutive year of same-store
revenue increases, posting a 4.3% increase
in retail same-store revenue for the year,
including growth of 4.8% in the United States
and 3.2% internationally. We have also
realized an average 9.4% same-store growth-
in our higher margin service and parts
operations over the last five years.

Another critica! element of our success is the
outstanding dedication of UnitedAuto’s nearly
16,000 worldwide employees. Successful
autormnotive retailing requires providing
outstanding customer satisfaction—and our
goal is to exceed expectations at every level
within our organization. Through extensive
hiring, training and development practices,
we strive to create long-term employee

retention to provide a consistent contact for
our customers. During 2006, we reduced our
employee turnover to 31%, representing an
8.8% improvement over the prior year.

UnitedAuto also solidified its capital structure
this year by raising $750 million in fong-term
debt. The capital raised from these transactions
was used to repurchase 1,000,000 shares of
our cutstanding common stock and to repay
existing debt. Our new capital structure locks
in today’s attractive interest rates and provides
us with the financial flexibility to continue the
execution of our business strategies.

I look forward to 2007 and the challenges

of another exciting year in our business.
During the coming year, we expect to
complete construction projects in Turnersville,
New Jersey and Warwick, Rhode Island,
where we have been under construction

for almost three years. We are optimistic

that these campuses provide us with the
opportunity to generate long-term growth
and customer satisfaction in those markets.
Coupled with the continuing maturity of other
projects we have completed in the United
States and abroad, we believe we have
significant opportunities for our dealerships
to increase sales and profitability.

Looking to 2008, we are excited about our
exclusive distribution of the smart brand in
the United States. There is a great deal of
interest in this preduct from customers and
potential retailers. We are currently evaluating
potential retail partners and expect to
announce the first phase of dealers during
the second quarter of 2007. Additionally, we
will help establish the smart brand in the
United States by staging a cross-country road
show to highlight the innovativeness and
functionality of this unique car. We believe
consurmers will be surprised by all this car has
to offer, and we look forward to delivering the
first fortwo in the first quarter of 2008.

We remain excited about the opportunities in
the automotive retail industry and thank you,
our shareholders, for your continued support.

Roger S. Penske
Chairman
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UnitedAuto Group

o
ARIZONA FLORIDA ! OKLAHOMA
Acura North Scottsdate Central Florida Toyota-Scion Jaguar of Tulsa
Audi North Scottsdale Citrus Chrysler Jeep Dodge Lincoln Mercury of Tulsa (4111 S Memaorial}

BMW North Scottsdale
Jaguar North Scottsdale

Jaguar Scottsdale -

Land Rover North Scottsdale
Land Rover Scottsdale
LLexus of Chandler
Mercedes-Benz of Chandler
MINI North Scottsdale
Porsche North Scottsdale
Rolls-Royce Scottsdale
Scottsdale Aston Martin
Scottsdale Audi

Scottsdale Bentley
Scotisdale Ferrari Maserati
Scottsdale Lexus

Ternpe Honda

Volkswagen North Scottsdale
Voehvo MNorth Scotisdale

ARKANSAS

Acura of Fayetteville
Chevrolet/HUMMER of Fayetieville
Honda of Fayetteville

Landers Chevrolet HUMMER
Landers Chrysler Jeep Dodge
Landers Ford Lincaln Mercury
Toyota-Scion of Fayetteville

CALIFORNIA

Acura of Escondide

Aston Martin of San Diego

Audi Escondido

Audi Stevens Creek

BMW of San Diego

Capitol Honda

Cerritos Buick Pontiac HUMMER GMC
Honda Mission Valley

Honda North

Honda of Escondido

Jaguar Kearny Mesa

Kearny Mesa Acura

Kearny Mesa Toyota-Scion

Lexus Kearny Mesa

Los Gatos Acura

Marin Handa

Mazda of Escondido

Mercedes-Benz of San Diego (& Maybach)
Penske Cadillac HUMMER South Bay
Porsche of Stevens Creek

CONNECTICUT

Audi of Fairfield

Honda of Danbury
Mercedes-Benz of Fairfield
Porsche of Fairield

Palm Beach Mazda

Palm Beach Subaru

Palm Beach Toyota-Scion
West Palm Nissan

GEORGIA

Atlanta Toyota-Scion
Honda Mall of Georgia
United EMW of Gwinnett
United BMW of Roswell

INDIANA
Penske Chevrolet
Penske Honda

MICHIGAN

Honda Bloomtield

Rinke Cadillac

Rinke Pontiac GMC Truck
Rinke Toyota-Scion
Toyota-Scion of Waterford

MINNESOTA
Motorwerks BMWW/MINI

MISSISSIPPI
Landers Dodge
Landers Nissan

NEW JERSEY
Acura of Turnersville
BMW of Turnersville
Chevrolet HUMMER Cadiltac of Turnersville
DiFeo BMW '

Ferrari Maserati of Central New Jersey
Gateway Toyota-Scion

Honda of Turnersville

Hudson Nissan

Hudson Toyata-Scion

Hyundai of Turnersville

Lexus of Bridgewater *

Nissan of Turnersville B

Toyota-Scion of Turnersvilla

NEW YORK

Honda of Nanuet
Mercedes-Benz of Nanuet
Westbury Toyota-Scion

NEVADA
Penske Wynn Ferrari Maserati

OHIO

Honda of Mentor

Infiniti of Bedford

Maserati of Cleveland
Mercedes-Benz of Bedford
Nissan of North Olmsied
Toyota-Scion of Bedford

Lincoln Mercury of Tulsa (9607 S Memorial)
United Ford North

United Ford South

United HUMMER of Tulsa

Volvo of Tulsa

RHODE ISLAND

nskip Acura

Inskip Audi

nskip Autocenter (Mercades-Beng)
inskip Bentley Providence
Inskip BMW

Inskip Infiniti

Inskip Lexus

Inskip Nissan

inskip Porsche

Inskip Voho

TENNESSEE
Landers Ford of Memphis
Wolfchase Toyota-Scion

TEXAS

BMW of Austin
Goodson Honda North
Goodson Honda West

VIRGINLA

Aston Martin of Tysons Corner

Audi of Tysons Corner

Mercedes-Benz of Tysons Corner
{& Maybach}

Porsche of Tysons Corner




UNITED KINGDOM

Bentley Lamborghini Birmingham

Bentley Lamborghini Edinburgh

Bentley Manchester

Bradford Audi

Graypaul Edinburgh (FerrariiMaserati}

Graypaul Notingham (FerrariMaserati)

Guildford Audi

Guy Salmon Jaguar Ascot

Guy Salmon Jaguar Coventry

Guy Salmon Jaguar Gatwick

Guy Salmon Jaguar Maidstone

Guy Salmon Jaguar Northampton

Guy Salmon Jaguar Oxford

Guy Salmen Jaguar Thames Ditton

Guy Salmeon Land Rover Ascot

Guy Salmen Land Rover Coventry

Guy Salmon Land Rover Gatwick

Guy Salmoen Land Rover Knutsford

Guy Salmoen Land Rover Leeds

Guy Salmon Land Rover Maidstone

Guy Satmon Land Rover Portsimouth

Guy Salmon Land Rover Sheffield

Guy Salmon Land Rover Stockport

Guy Salmon Land Rover Stratford-upon-Avon

Guy Salmon Land Rover Thames Ditton

Guy Salmon Land Rover Wakefield

Guy Salmon Stratford (Aftersales)

Harrogate Audi

Kings Bristol Chrysler Jeep Dodge

Kings Cheltenham & Gloucester
{Chrysler, Jeep, Dodge)

Kings Manchester (Chrysler, Jeep, Dodge}

Kings Swindan {Chryster, Jeep, Dodge)

Leeds Audi

Lexus Birmingham

Lexus Bristol

Lexus Cardiff

Lexus Leicester

Lexus Milton Keynes

Lexus Oxford

Mayfair Audi

Mercedes-Benz of Bath

Mercedes-Benz of Bedford

Mercedes-Benz of Carlisle

Mercedes-Benz of Cheltenham and Gloucester

Mercedes-Benz of Cribbs Causeway

Mercedes-Benz of Kettering

Mercedes-Benz of Milton Keynes

Mercedes-Benz of Newbury

Mercedes-Benz of Northampton

Mercedes-Benz of Sunderland

Mercedes-Benz of Teesside

Mercedes-Benz of Webton-Super-Mare

Mercedes-Benz/smart of Bristol

Mercedes-Benz/smart of New Castle

Mercedes-Benz/smart of Swindon

Oxford Saab

Porsche Centre Edinburgh

Porsche Centre Glasgow

Parsche Centre Mid-Sussex

Porsche Centre Silverstone

Feading Audi

Redhill Honda

Rolls-Royce Motor Cars Sunningdale
Rydale BMW/MINI Cardiff

Rydale BMW/MINI Central

Rydale BMW/MINI Newport -
Rydale BMW/MINI Sution

Rydale BMW/MINI Warley

Ryfield Chrysler Jeep Dodge New Caslle
Ryfield Chrysler Jeep Dodge Stockion
Slough Audi .

smart North East Stockion

smart of Milton Keynes

Sytner Canary Wharf {BMW/MIND
Sytner Chigwell {(BMW/MINI

Sytner Coventry {(BMW/MINI)
Sytner Harold Wood (BMW/MINI)
Sytner High Wycombe {BMW)
Sytner Leicester (BMVW/MINI)
Sytner Nottingharn {BMW/MINI, Alpina)
Sytner Rolls-Royce Motar Cars
Sytner Sheffiefd (BMW/MINI
Sytner Solhull {(BMW/MINI)

Sytrer Sunningdale (BMW/MINI
Tollbar Coventry (Volvo}

Tollbar Twickenham (Volvo}

Tollbar Warwick {Volvol

Toyota World (Birmingharm)

Toyota World (Bridgend)

Toyota World (Bristol North)

Toyota World (Bristol South}

Toyota World {Cardiff)

Toyota World (Newport)

Toyota World (Tamworth)

Victoria Audi (After Sales)

Wakefield Audi

Wast London Audi

GERMANY

Autchaus Augsburg (BMWI(2)/MINI

Tamsen, Bremen (Aston Martin, Bentley, Ferrari,
Maserati, Rolls-Royce)

Tamsen, Hamburg {Asten Martin, Ferrari,
Lamborghini, Maserati, Rolls-Royce)

PUERTO RICO

Lexus de San Juan

Triangle Chrysler, Dodge, Jeep, Honda
del Oeste

Triangle Chrysler, Dedge, Jeep de Ponce

Triangle Honda 65 de Infanteria

Triangle Honda-Suzuki de Ponce

Triangle Mazda de Ponce

Triangle Nissan del Ceste

Triangle Toyota-Scion de San Juan

We also own approximately 50% of the
following dealerships:

GERMANY

Aix Automobile (Toyota, Lexus)

Audi Zentrum Aachen

Autchaus Krings {Volkswagon)

Autchaus Nix (Frankfurt) (Toyota, Lexus}
Autohaus Nix (Offenbach} (Toyota, Lexus)
Autchaus Nix (Wachtersbach} (Toyota, Lexus)
Autchaus Piper Volkswagen)

Autohaus Reisacher {Krunback) {BMW)
Autchaus Reisacher IMemmingen] {BMW. MINI)
Autchaus Reisacher {UIm) (BMW, MINI)
Autchaus Reisacher (Véhringen) (BMW)

J-§ Auto Park Stolberg {Vclkswagen)

TCD (Toyota)

Volkswagen Zentrum Aachen

Wolff & Meir Molkswagen)

MEXICO

Toyota de Aguascalientes
Toyota de Lindavista
Toyota de Monterrey
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Executive Officers

Roger S. Penske
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Robert H. Kurnick, Jr.
Vice Chairman
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PART.I . I T

Iteni 1. Business
. ;‘"t, - v AT . f
We are the second largest automotive retaller in the United States as measured by total revenues and have the
highest’ concentranon of revenues from forelgn and premium brands among the publicly-traded automotive
retailers. As of February l 2007 ‘we owned and operated 169 franchlses in‘the, Umted States and 145 franchises

outside of the U.S. prrmarlly 1n the United Krngdom We offer i1 full range of vel’ucle brands -with 93% of our total

‘revenue in 2006 generated from the sales of . forergn brands such as Aud1 BMW Honda, Lexus Mercedes and

Toyota. Sales relating 't to: prem1um brands such as Aud1 'BMW, Cadtllac and Porsche represented 62% of our tofal
revenue. In addition to selling new and used vehtcles we offer a full range.of mamtenance and repair services, and
we-facilitate the placement of thtrd party finance and i insurance producls third- parly extended servrce contracts and
replacementzand aflermarket automotive products Coe o - .

.
%

“We beneflt from our dwersrﬁed revenue stream .which we belreve he]ps 1o mitigate the hlSlOl‘lCdl cyclicality
found in some other automotive sectors. Revenues from higher margin service and parts sales are typically less
cyclical than retail vehicle'sales, and generate the largest part of-our gross profit. The following graphic shows the

percentage of- -our retail revenues by product area and their respective contribution to our overall gross profit in
2006: -

!

Reverntue Mix - ' Gross Profit Mix

Used 13%

Used 25% S
) New 32%

New 61% F&115%

X - S&P 12%

N S&P 40%

Business Strategy

Our strategy is to sell and service outstanding vehicle brands in premium facilities. We believe offering our
customers superior customer gervice in a premium locat1on fosters a long-térmn relationiship, Wl’llCl’] helps generate :
repeat and referral business, pafticularly in our hlgher margin sefvice and parts business. We believe‘our focus on’
developmg a loyal customer base has helped to increase our profitablhty and generate addmonal service and parts -

‘sales. In addition, our large number of dealerships, geographrcally concentrated by reglon allows us the opportunity - :

to achleve cost savings and 1mplement best practices, wlnle also prov1dmg access 10 a broad base of potentlal
acqulsltlons - ‘

Offer Oursranding Brands in Premium Facilities

We have the highest concentration of revenues, from foreign.and premlum brands among the publlcly traded' :

- automotive reta:lers We believe our:brand mix has helped us to increase same-store revenue and gross proﬁts, as

forelgn vehicle brands have gained market share m recent ‘years in the markets: where we operate.

At




- e )

The following chart reflects our‘pércentage of total revenues by brand irn 2006: -
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~ We sell and service these brands in our premium facilities. We believe the experience we offer customers in our
facilities drives repeat and referral business, particularly in our higher margin service and parts operations. Where
advantageous, we attempt to aggregate our dealerships in a campus or group setting in order to build a destination
location for our customers, which we believe helps to drive increased customer traffic to each of the brands at the
location. This strategy also creates an opportunity to reduce pérsonnel expenses and admmrstrauve expenses, and
leverage operating expenses over a larger base of dealerships. We believe this strategy has enabled us to consistently
achieve new unit vehicle: ‘sales per dealership that are srgmﬁcantly hlgher than mdustry averages for most of the
brands we sell. t . o . s :

. *
v P AL
v.~

_The fo]]owmg is.a llst of- our larger dealership campuses or groups:

Ll 2006 e
L . ' ) Revenue o S
Laocation o ) Square Feet Service Bays (millions) >+ - Franchises
North Scottsdale, Arizona. . 450, 000 226 $585.3  Acura, Audi. BMW,"JagtJar, Land Rover,
. .o o MINI; Porsche, Volkswagen, Vo]vq
' Scottsdale, Arizona. ... ... 132,000 180 $300.5  Aston Martin, Audi, Bentley, Ferrari, Jaguar,
" ‘ t Land Rover, Lexus, Maserati,- Rolls-Royce
. San Diego California . . . .. 348,000 232 $697.4  Acura, Aston Martin, BMW, Jaguar, Lexus,
- Maybach Mercedes-Benz, Scion, Toyota
. Fayettevﬂ]e Arkansas. e 122 000 - - 119 $258.2  Acura, Chevrolet, Honda, HUMMER,
PR Ce ‘. .. Scion, Toyota =~
: ‘Tyson $ Comer Vtrgmla l9l 000---: » 138 $270.8  Audi,-Aston Martin, Maybach Mercedes—
N e L ] " . Benz, Porsche .
. lnsktp, Rhode Island* e . 319,000-- 151 - 83832 Acura, Audi, Bentley, BMW, Inf‘mtl Lexus,
e T Mercedes- Benz Nissan, Porsche, Volvo

Tumersvt]le New Jersey __303,000 177 © $361.0  Acura, BMW, Cadillac, Chevrolet, Honda, - oo
. - HUMMER, Hyundai, Nissan, Sc1on Toyota Sy

* Ongoing renovations expected to be complete by the fourth quarter of 2007

- Qur Scottsdale 101 Auto Mall features nine separate showrooms and franchises w1th over 450,000 square feet
-.of facr]rtres..Typtcal]y, customers-may choose from an inventory of over 1,500 new and used vehicles, and have
. access to approximately 226 service bays with the capacity to service approximately 1,000 vehicles per day. This
campus also features an on/off road t€st course where customers may experience the unigueness of.the -brands

: : 2




destmauon locauon

offered. We will continue to evaluate other opponunmes 10 aggregate our facilities to reap the benefits.of a

* 4

e

Expand Revenues at E.risting Locarians and Increase Higher-‘Margin Busfnekses

‘We aim to increase our existing buslneqs by generating additional revenue at existing dealerships, wnh a
particular focus on developing our higher-margm bu%messes such as ﬁnance insurance and other produets "and
service, parts and collision repalr services. : '

A

Increase Same-5Store Sa!es We believe our’emphasis on improving customer service and-upgrading our

facilities should result in continued increases in same-store sales. We have modernized many of our facilities and

added numerous additional service bays in order lorbetter accomimodate ‘our customers.’ RAIFS

Grow Finance, Insurance and Other Aftermarker Reverwef Each sale of a’ vehicle. ‘provides b the oppor-
tumly to assist in ﬁnancmg the sale; sellmg the customer a third party extended service contract’ or msurance
product, or selling other .lflermarket producls such as emertammem systems, security systems, satellite radio and
protective coalmgs In order-to improve our’ ﬁnance and insurance busmess we focus on enhancmg and
slandardnzmg our salesperson’ training programs increasing our product offermgs and standardizing our selling
procesq : '

Expand Service and Parts and Collision Repair Revemies.  In recent years, ‘Wwe have added numerous service
bays at our dealerships in an effort to expand th1s higher-margin element of our business. Many of today’s vehicles
are complex and require sophisticated equlpmem and speually trained technicians. lo'perform certain services.
Unlike independent service shops. our dealerships are authorized to perform this work and manufacturer warranty
work. We believe that our premium brand-mix "and the complexny of Loday s vehicles. Iogether with our focus on
customer service and superior- ficilities, contribute to our service and parts revenue increases. We also operate 26
collision repair centers. As each of these is operated as an mtegml part of our dealership’ operauons the repalr

een[erﬂ beneﬁt from the dealerthpf, repeat and referral business. . -

-

Continue Growth thrdugh Targeted'Acquisitions o : R ' -

Vo . - - e
Foaeo N P ‘

We believe that attractive dC(.]LllSll’.lOl‘l opportunities exist in the United States for well capnahzed dealersh:p

© groups with experience in identifying, acquiring and m[egralmg dealersh:p‘; The U.S, automotive retail -market
prowdes us with significant growth opportunities as the top ten mduqry part1c1panls rcpresented less-than 10% of
new vehicle industry sales in 2006. We seek to acquire dealersh:pq with high growth automotive brands in hlghly_

concentrated or rapidly growing demogrdphlc areas. We focus both on larger dealership operations that will benefit
from our management assistance, manufacturer relations and scale of operatloni as well as mdmdual dealershlps
that can be efféctively integrated into our existing operauons

One of the unique attributes of our operanons versus our peers is our dwemﬁcatlon oumde the Umled States,

Approximately 32% of our eonsolldated revenue for 2006 was generaled from operauom located outside the United ™

States and Puerto Rico, predommately in the United Klngdom In 2006, we acquired and integrated 40 additional
franchises in the United Kingdom. Accoerding to industry data,'in 20035 the United ngdom represented the second
largest automotive market in Western Europe wnh approximately 2.5 million new car reg1stmuons and revenues

N

exceeding $250 billion- in aggregate annual new vehicle, used: vehlcle and service and parts sales. Although-

dealershlps in the United Kingdom are typically smaller than those in the Umted States, [hey offer 51m11ar Services,

to customers. Our brand mix in the United ngdom is largely premium. As of December 31, 2006, we believe we
were the largest volume Audi; BMW, Lexus, Mercedes Benz and Toyola dealer in this markel Addmonally, we
operate a number of dealerships in Germany, some in the form of joint ventures with strong Tocal partners, which
sell and service Aston Martin, Audi, BMW, Ferrari, Lexus, MINI, Toyota, Volkswagen and other premium brands.
We believe altractive acquisition opportunities exist in the United K1ngdom and Germany, similar to those available
in the United States. o ) - : . ’




Strerigtlien Customer Loyalty

Our ability to generate and maintain repeat and referral business depends on our ability to deliver superior
.customer service. We believe that customer loyalty contributes directly Lo increases in same-store sales. By offering
outstanding brands in premium facilities, “one-stop” shopping convenience, competitive pricing and a well-trained
and knowledgeable sales staff, we aim to establish lasting relationships ‘with our customers, which enhances our
reputatlon in the community and creates the opportunity for significant repeat and referral business. We believe our
low” and. steadily decreasing employee (urnover has been critical to furthering our customer relauonshlps
Additionally,-we monitor customer satisfaction data accumulaled by manufacturers to track the performance of
dealership operations and use it as a factor in delermmmg the compenqatmn of general managers and sales and
service- personnel in our dealer%hlps

Mainlain Diversiﬁed Revenue Stream and Variable Cost Structure

We believe that our diversified revenue mix may mitigate the historical cyclicality found in some automollve
sectors and that demand for our higher-margin service and parts business.is less affected by economic cycles than
demand for new vehicles as consumers are likely to service their vehlc!es in spite of difficult economic times. Our
dealership operations are also diversified both i interms of the brands of vehicles they offer and geographic location,
as we operate 169 dealerships in nineteen states in the U.S.and 145 dealcrshlps outside the U.S., predominately in
the United Kingdom, which generated approximately 31% of our revenue in 2006, In addition, a significant
_ percentage of our operaling expenses are variable, including sales compensation, floor plan interest expense

_(inventory-secured financing) and advertising, which we believe we can adjust over time to reflect economic trends.

-~ Leverage Scale and Iinplement “Best Practices” - - -

As the nation’s second largest automotive retailer, we aim to build scale in many of the markets where we have
dealersmp operations. Our desire is to reduce or eliminate redundant operating costs such as accounting,
information technology systems and general administrative costs. In addition, we seek to leverage our industry
knowledge and experience to foster communication and cooperation between like brand dealerships throughoul our
organization. Senior management and dealership management meet regularly to review the operating performance
of our dealerships, examine industry trends and, where appropriate, implement specific operating improvements. -
Key financial information.is discussed and compared to other dealerships across all markets. This frequent
interaction facilitates implementation of successful strategies throughout the organization so that each of our
dealerships can beneﬁl from the successes of our other dealerships and the knowledge and expenence of our senior .
management. -

ior . X . -y s ca N

smart Distributorship

. In 2006, we were named by smart GmbH, an affilidte of Mercedes Benz, as the exclusive distributor of the
smart for two vehlcles in United States and Puerto Rico. Smart GmbH has sold over 770,000 for two vehicles
outside the United States. We expect the first vehicles to be available for U.S. distribution in the first quarter of 2008.
As distributor, we are responsible for qualifying and awarding potential dealers and developing and maintaining a

-smart vehicle dealership network throughout the United States and Puerto Rico.

Industry Overview

With revenues of approximately $1 trillion per year, the automotive retail industry is the largest retail trade
sector in the United States. The majority of automotive retail sales in 2005 were generated by the approximately
21,500 U'S. franchised dealerships, producing revenues of approximately $700 billion. The industry is highly
fragmented and largely privately held; with the publicly held automotive retail groups accounting for less than 10%
of the total industry'revénue. :

Of the Cloqe to $700 billion in U.S. franchised dealer aggregate annual sales in 2005, new vehicle sales
represent approximately 60% and used vehicle sales represent approximately 28%. In addition to new and.used
vehicles, dealerships offer a wide range of higher-margin products and services, including service and repair work,
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- rcp]acement pam cxtended service C(mtracts and ﬁnancmg and credll insurance, Wthh collecuvely represent the
" remaining- 12% of" tolal 1nduslry revenues. - om0 . o e :

Au.ordm Zto mduqtry data, the numbcr of U. S franchlsed dealersh:pb has dec]med from approximately 24,000

-m 1990 to approximately 21,500 today.-Although Significant *consolidation haq already taken place, the industry

today remains highly fragmented, with more than 0% of the U.S. industry’s market share remaining in the hands of
: smaller regional and mdependent players We belleve that further con%olldatlon in'the industry is likely due to

' mcreaqed capital requ1remems of dealerships, thé limited number of viable alternative exit strategies for dealership .

'owners and the desrre of certain manufacturers to strenglhen their | Brand identity by consolidating their franchised
< dealerships. According to industry data, in 2005-the United ngdom represented the second largest automotive
market in Western Europe with approximately 2.5 million new car registrations and revenues exceedmg $250 billion
in aggregate annual new vehicle, used vehicle and service andparts sales. :

New vehicle unit sales are cyclical and, historically, fluctuations have been influenced by faclors such as

“manufacturer incentives, interest rates, fuel prices. unemployment, inflation, weather. the level of pereonal
discretionary spending. credit availability and congumer confidence. However, from a profitability perspective,
automotive retailers have historically been less. ‘vilnerable than- automobile manufacturers to declines in new

vehicte sales. We believe this may be due to the retailers’ more flexible expense structure (a q]gmﬁcam pomon of
the automotive retail industry’s costs are viriable, relaung to sales personnel, advertising and mvemory finarice
- cost) and more dwcrsﬁ' ed revenue stream. In addition, automobile manufacturers may increase’ dealer incentives .

when sales are slow, in part-lo meet produulon quotas, which further increases the volatility in profitability for
automobilé manufacturers and may help (0 decrease volatility for automotive retailers.

) Acqu:smons

We have completed a number of dealership acqumuons since January 2004. Qur financial statements include
" the results of operations of acquired dealerships from the date of dchISlllon “The fo]lowmg table sclq forth
information with respect to our current dealershlps acquired or opened since January 2004:

Date Opened

Dexalership g ‘ or Acquired  Location T ' Franchises

" Penske Cadiliac SouthBay ........... /04 Torrance, CA Cadillac.
'Penske HUMMER South Bay ......... 404 Torrance, CA . - HUMMER
Ferrari Maserati of Central New Jersey, ..~ 7/04 Edison, NJ T .Fel‘l‘dl’l ‘Maserati
Mercedes-Benz of Chandler. . . . .. et 704 Cﬁéhdler, AZ _' Mercedes- Benz
Capitol Honda. . . ............ ST 8/04  SanJose, CA .., Honda
Honda Nomth. .. ... oovivenein . 804 Clovis, CA Honda X
Marin Honda ................. B - 8/04° " "Corte Madera, CA - " Honda_
LosGatos ACura................... " 8/04 Los Gatos, CA ' " Acura

‘ Maserau of Cleveland . .............. _ 8/04  Bedford, OH -~ - Maserati
Honda Mall of Georgla R \' 05 ,Bgf{)rd; GA . . Honda
Jaguar of Tulsa™. ....... . e 1405 "_[:ulsa, OK S . Jaguar
United Ford North. . ..o ............. 1/05 Tulsa, OK - Ford
United Ford South. .. ........... s, 105 7 Tulsa, OK - Ford
HUMMER of Tumérsyille._ ........... . »5‘/()5 Turnersville, NJ HUMMER
Inskip Nissan ..................... 705 Warwick, RI . ~ Nissan ]
Stevens Creek Por%che Audi ... ... . " 10/05 ©  San Jose, CA ) Audi Porsche
Acura of Escondido. ... ... ... ... ... T 1406 Escondido, CA Acura
Aston Martin San Diégo ........ . e 1/06 San Diego, CA Aston Martin
Audi of Escondido . ................ . 1/06 Escondido, CA Audi
Honda Mission Valley ... ............ 1/06 San Diego, CA . Honda

Honda of Escondido . ............... 1/06 Escondido, CA Honda




©o ) . ) Date Opened N ‘ "
Dealership ‘ o " -7 . or Acquired Location . . L : ‘Franchises

Jaguar Kearny Mesa . .. ... .. e . 1/06-.  San Diego, CA ~ . Jaguar
Kearny Mesa Acura .. 0 ... .. . ...... .16, . San Diego, CA - Acura
"Mazda of Escondido .. ... oo .. ... .. 106,  Escondido; CA . Mazda
United HUMMER of Tulsa . ... ....... . 106 Tulsa, OK _ HUMMER
Motorwerks BMW/MINI. ... ........ 5/06 Minneapolis, MN . BMW/MINI
West Palm Subaru, ., ... .0 L ... "7M06 . West Palm Beach, FL -Subaru
Triangle Nissan del’Qeste . ;... .. .. 7406~ Puerto Rico ' Nissan-
Cadillac of Turnersville. .. . .. Ve o 1106 Turnersville, NJ “*Cadilla¢
Outside the U.S. ' ' ’
Kings Cheltenham & Gloucester ....... 5/04 Gloucester; England - Chrysler Jeep
Bentley Edinburgh .. ............... 7104 Lothian, Scotland Bentley
Graypaul Edinburgh .. ........ ... .. 7104 Lothian, Scotland " * Ferrari, Maserati
Guildford Audi . . . . .. I ] 7/04  Surrey, England < Audi
Porsche Centre Edinburgh . N e 7/04 Lothian, Scotland Porsche
_ Porsche Centre Glasgow . ........ e 704 Slrath_c_lyde, Scotland Porsche
Reddmg Audi . .. ... T s 7/04 Berkshire, England Audi
Slough Audi .. .................... 7/04  Berkshire, England - Audi o
Tamsen GmbH (B're‘men)‘ .......... L. 7/04 Bremen/Hamburg, Germany Aston Martin, Bentley,

Ferrari, Lamborghini,
Maserati, Rolls Royce

West London Audl R S g 04 . Middlesex, Englaﬁd © Audi

Harrogate Audi . . . .' ............. oo 10/04 Harrogate, England - ~Audi )

Toyota World Tamworth RO R 10/04  Staffordshire, Ehgland Toyota

Kings Swindon .. ............... e 4/05 Swindon, England Chrysler, Jeep, Dodge
Lexus of Milton Keynes ........ P [1/05 Milton Keynes, England Lexus

BMW/ Mini Sunningdale .......... 1/06 Berkshire, England BMW, MINI

Guy Salmon Jaguar Ascot .. .......... 1/06 Berks, England . Jaguar o

.Guy Salmon Jagu.lr Gatwick .. ... .. e 1/06 West Sussex, England. " Jaguar '

- Guy Salmon® J'lguar Medway'.......... 1/06' .Keqt, England ~ . Jaguar
Guy Salmon Land Rover Ascol ..... H 1/06 Berks, England - Land Rover
Guy Salmon Land Rover Gatwick . . . ... 1406 . West Sussex, England Land Rover

+ Guy Salmon Land Rover Medway e 1/06-  Kent, England " Land Rover
Guy Salmon Land Rover Wessex. . . . . . C 1/06 °~  Portsmouth, Engl'and Land Rover )

" Honda Redhitl. ... ................ . 1/06  Surrey, England Honda : _
Kings Bristol Chrysler Jeep Dodge . 1/06 - Bristol, England ’ Chryqler Jeep Dodge —
Rolls Royce Sunningdale. . .. ... ... L. 106 Berkshire, England Rolls Royce ‘
Sytner Coventry .......... . "1/06 West Midlands, England |, BMW, MINI

~ Lamborghini Birmingham ... ...... . 6/06 Birmingham, England Lamborghini
" Lamborghini Edinbargh. ... .......... 6/06 Edinburgh, Scotland Lamborghini
" Autohaus Augsburg. . ............... 8/06 Augsburg, Germany BMW(4), MINI
" Kings Chrysler Jeep Dodge Newcastle . . . 8/06 . Cleveland, England Chrysler, Jeep, Dodge
Kings Chrysler Jeep Dodge Stockton . . . . 8/06 Stockton-on-Tees, England  Chrysler, Jeep, Dodge
Mercedes-Benz of Carlisle. ........... 8/06 Cumbria, England ‘ Mercedes-Benz
Mercedes-Benz of Newcastle. . . . ... ... 8/06 Cleveland, Engl'und Mercedes-Benz
Mercedes-Benz of Stockton........... 8/06 Stockton-on-Tees, England  Mercedes-Benz
Mercedes-Benz of Sunderland .. ... .. .. 8/06 Sunderland, England Mercedes-Benz

Rydale BMW/MINI Cardiff. ... ....... 8/06 South Glamorgan, Wales BMW/MINI




R > * '+ Date Opened . - .
Dealership e T “_;g__r?;'i_'-‘ | “oT. Acqulred Lucullon - Franchises
Rydale-BMW/MINI Central ~. .72« .. &7 8/(_)6 * West Midlands. England BMW/M[NI

'Rydale BMW/MINI Newport .. .....".. "~ 8/06 Newpon South Wales **  BMW/MINI

" Rydalé BMW/MINI Sutton . . . . . il 806 ' West Midiands, England® ~ BMW/MINI -
Rydale BMWIM[NI Warley . . . ..... ' 8/06 We‘;l M;dlands England " . MW/MINI B

In 2005 and 2006, we disposed of 22 and 23 dealcrshlpr. respectlvely that we bcheve were ot mlegra] to our
strategy or operations. We expect to continue to pursue acquisitions, selected dlqpomuons and related transactions in
lhe future

Dealershlp Operatlons

Franchises. The following charts reﬂect our franchises by locanon and our dealershlp m:x by franchise as of
February 1. 200'1T ) .

] " Lacation ‘ ' ) ] - Franchises 'l?‘r:inlcﬁises U.s. 'Non-l‘J.S; 'M
" Arizona . R TR e 20 . Daimler Chrysler ......... S22 39 61
.. Arkansas......... Yo “.oo....- 14 Toyota/Lexus. .. ......... 34 13 47 .
o Callforma e S 26 Ford/PAG .............. 21 24 45
- ',Connecllcu{ ...... P , o -4 BMW/MINI ............. . 10 35- . 45
., Florida .- ............ ooocee.o 10 - General Motors . AT -18 —. - 18
o Georgiat. L L.l 4. '*'l{fonda]Agura..:..‘ ..... 20 7] 27
_ Indiana...... SR SN e ~ 2.7 Nissan/Infiniti ... 0. ... 9 — 9
Michigan U J s g .Auai S * 7 S8t 15
MANNESOW. . oo v b ee e 2 7w Porsche . i..onl oL 5 .4 -9
Mississippi . .. . ... ... e T 2:f Others. ... ... e 1721 .7 38
‘Nevada—r T2 Total ... 169 145 ﬂ
Newlersey.. .. ................. 19 < - -
“New YorkT........ D TR 4
‘Ohio, ... ...... .. Ll 7
Oklahoma. .................... 9"
Puerto Rico. ........ 5. ... 15 =~ -
Rhode Island.”. ... “10 S
TeNNesSee - . . ool 3
Texas ..o 3
N s
Total Domestic .. ... 0........ 169 .
United Kingdom . . .. .......... .. 130
Germany...................... 15
Total Foreign. . ... T, P 145°
' Total Worldwide .. .. ... ... 34 . '_ .

Management. Each dealershlp or group of dCdlEl‘ShipS has mdepcndem operanonal and ﬂnancml managc-
ment responslble for day-to-day operations. We believe experienced local managers are better qualified to make
day-to-day decisions concerning the successful operation of a dealership and can be more responsive to our
customers’ needs. We seek local dealership management that not only has experience in the automotive industry,
but also is familiar with the local dealership’s market. We also have regional management that oversees operations

at the individual dealerships and supports the dealerships operationally and administratively.
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New Vehicle Retail Sales. In 2006, we sold 183,370 new. vehicles which generated 60.8% of our retail
revenue and 32.3% of our retail gross profit. We sell over forty brands of domiestic and import family, sports and
premium cars, light trucks and sport utility vehicles through 3 314 franchises in hineteén U.S. states, Puerto Rico, the
U.K. and Germany. As of February 1, 2007 we sold the followmg brands: Acura, Alpma Aston Martin, Audi,
BMW, Buick, Cadillac, Chevrolet, Chrys]er Dodge ‘Ferrari, Ford, GMC Truck, Honda, HUMMER, Hyundal
Infiniti. Jaguar Jeep, Lamborghlm Land Rover, Lexus, Lincoln- -Mercury, Lotus, Maybach, Mazda, Maserati,
Mercedes Benz, MINI, Nissan, Pontiac, Porsche, Rolls Royce Bemley ‘SAAB, Scion, smart, Subaru, Suzuki,
- Toyota, Volvo and Volkswagen

Our customers finance their purchases of new and used vehicles through both traditional financing sources and
-consumer automobile leasing companies. Lease transactions are typically provided to consumers by short term
financing sources. We believe leases also provide the opportunity-to obtain repeat business from customers on a
more regular basis than traditional purchase transactions because leases are typically of a short duration.

Qur new vehicles are typically acquired by our dealerships directly from the manufacturer. We strive to
maintain’ good relations with the automotive manufacturers, WhICh we believe is supported by, our long-term
presence in the automotive retail market, the repumnon of our mdnagemenl team and our consistent high sales
volume from our dealérships. Our dealerships finance the purchase of new vehicles from the manufacturers through.
floor plan financing provided by various manufacturers’ captwe finance companies. .

Used Vehicle Rétail Sale.q. In 2006, we sold 88.723 used vehicles, which generated 24.7% of our ret:.ul
revenue and 12.7% of our retail gross profit. We generally acquire used vehicles from various sources mcludlng,
auctioris open only to authorized new vehicle déalers, public auctions, trade-ins in connection with new purchasés
and lease expirations or terminations. Leased vehicles returned‘at the end of the lease provide us with low mileage,
tate model vehicles for our used vehicle sales operations. We clean, repair and recondition, as necessary all used
VCthfE§ we deqmre for resale’ genera]ly at our own service- faC|11[|es . "

We bellevc growth opponumnes relating to used vehicle sales exist in part because of the avalldblllly of high-
quality, low-mileage; late model used vehicles, along with the proliferation of manufacturer cértification processes
for these ‘vehicles.. ‘To improve customer confidence in our. used vehicle inventory, -each of our dealerships
paruc:pates in all available manufacturer certification procésses for used vehicles. If certification is obtained,
the used vehicle owner is Lypically provided benefits and warranties similar to those offered to new vehicle owners
by the applicable manufacturer. Since warranty work can only be performed at franchised dealerships, we believe
we may benefit from the opportunity to retain these customers as service and parts customers. In addmon we offer
for qaie third-party extended service contracts on all of .our used vehicles. -

Some vehicles acqunred through trade-ins or originally intended for sale in our used vehl(.le operations are’
instead sold via auction. Through our scale in many markets, we have implemented closed-bid auctions that allow
us to bring a large number of vehicles from different franchises to a central market for other dealers or wholesalers

_to purchase; We believe this strategy has resulted in greater operating efficiency and helped to reduce costs
associated with maintaining optimal inventories. .

Vehicle Finance, Extended Service and Insurance Sales. Finance-and insurance sales represented 2.4% of
our retail revenue and 14.7% of our retail gross profit in 2006. At our customers’ option, our dealerships can arrange -
third-party financing for our customers’ vehicle purchases. As compensation we receive a portion of-the cost of
financing paid by the customer for each financed sale. While these services are generally non-recourse Lo us, we are
subject to chargebacks in certain circumstances such as default under a financing arrangement or other circum-
stances. We provide training to our finance and insurance personnel to help assure compliance with internal policies
and procedures, as well as applicable state regulations. We also impose limits on the amount of revenue per
transaction we may receive from certain finance products as part of our compliance efforts. We also offer for sale
other aftermarket products, such as Smuq Satelhte Radio, cellular phones security systems and protective coatings.

We offer our customers various vehicle warranty and exiended protection products, including extended
warranties, maintenance programs, guaranteed auto protection (known as “GAP” this protection covers the
shortfall between a customer’s loan balance and insurance payoff in the event of a casualty), lease “wear and
tear” insurance and theft protection products at competitive prices. The vehicle warranty and extended protection
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products that our dealerships currently offer to customers are underwritten by independent third parties, including -
the vehicle manufacturers’ captive finance subsndlarles We also are eub_]ecl 16 chargebacks in connecuon wuh the
sale of certain of these producls C -

Service and Parts Sales.. . Service and parts sales represented 12.1% of our retail revenue and 40.3% of our
retail gross profit in 2006. We generate service and parts sales for warranty and non-warranty work at each of our
dealerships, primarily relating to thie vehicie models sold at that dealership. Our service and parts revenues have
increased each year, we believe in large part due to our increased service capacity, coupled with the increasingly
-complex technology used in vehicles, which makes it difficult for independent repair facilities to maintain and
repair today’s automobiles. As part of our agreements with our manufacturers, we obtain all the necessary
. equipment required by the manufacturer to service and maintain each make of vehicle sold at each of .our
dealerships. - Coa

A goal of each of our dealerships is to make each vehiclé ﬁurchascr a customer of our service and parts
department. Our dealerships keep detailed records of our customers’ maintenance and service histories, and many
dealerships send reminders to customers when vehiclés are due for periodic maintenance or sérvice. Many of our
dealerships have-extended evening:and weekend service hours for the ‘convenience for our customers. We a]so
operate 26 collision repair centers, each of which is operated as an integral parl of our dealersh:p operatrons

lmemer Presence. - Accordmg to industry analysls the majonly of car buyers nationwide w1ll consult the
Internet for new.and pre-owned automotivé information. In’ order 1o attract customers and enhance our customer
service, each of our dealerships maintains its own website. Our corporate website, www.unitedauto.com, provides a
tink to each of our dealership websites allowing consumers to source mformauon and communicate directly with
our dedlershlps locally :

In the U.S., all of our dealership websites are presemed |n common formats (except where otherwise required
by manufacturers) which helps to minimize costs and provide a consistent image across dealerships. In addition,
many automotive manufacturers’ websites provide ]inkq to our dea]crship websites. - .- .

1

The Internet is generating better-informed consumers and i 1mprovmg the efﬁc1ency of the sales process, Using
our dealership websites, consumers can review our inventory for vehicles that meet their model .and feature
requirements and price range. Qur websites provide detailed information for the purchase process, mdudmg photos,
prices, promotions, specifications, reviews, tools te schedule service appointments and financial applications. We
believe these features make it easier for consumers to meet all of their automotive research needs. Customers can
contact dedicated-Internet sales consultants on line via WWW. umledaulo com or the dealershlp websnes

We have also partnered with CarsDirect.com, a leading online car buying service that prowdes consumers with
a full menu of research features. Consumers can also use CarsDirect.com to either buy a vehicle online or be sent to
a network of dealerships in their market, including most of our dealérships. Research features include detailed
safety ratings and reviews, financing, extended warranties, insurance quotes, anti-theft products and trade-in
appraisals.

Owside the U.S.  Sytner Group, our U.K. subsidiary, is one of the leading retailers of premium vehicles in the
U.K. As of February |, 2007, Sytner operated 130 fran'chises, including: Alpina, Audi, Bentley, BMW, Chrysler;
Dodge, Ferrari, Honda, Jaguar, Jéep, Lamborghini, Land Rover, Lexus, Maserati, Mercedes-Benz, MINI, Porsche,
Rolls Royce, Saab, smart,'Toyota, and Volvo. Revenues attributable_to Sytner Group for the years ended
December 31, 2006, 2005 and 2004 were $3.4 billion, $2.8 billion and $2.4 billion, respectively. Our other
operations outside the U.S. consist of fifteen wholly-owned franchises in Germany, as well as joint venture
investments in Germany and Mexico which operate 25 franchises representing Aud, BMW Lexus, MINI, Toyota,
and Volkswagen.



US. DEALERSHIPS '

ot

- The fol]owmg is a list-of all of our dealershlps as of February [ 2007

.., - "

| [CONNECTICUT

[NEW YORK

[ARIZONA

Acura North Scottsdale’ " Audi of Fairfield Honda-of Nanuet o

Audi Nonh Scottsdale Honda of Danbury B - Mercedes-Benz of Nanuet -

BMW North Scottsdale Mercedes-Benz of Fairfield Westbury Toyota-Scion -

Jaguar North Scottsdale Porsche of Fairfield -

Jaguar Scottsdale, ‘ — WVADA - - ]
- Land Rover North Scottsdale IFLORIDA . . | Penske Wynn Ferrari Maserati- - -

Land Rover Scousdale Central Florida Toyota-Scion [OHIo ]

Lexus of Chandler

|
|
| N . -
' Mercedes-Benz of Chandler
- MINI North Scottsdale
- : Porsche North Scotsdale
. " - Rolls-Royce Scotisdale
: - Scottsdale Aston Martin .,

Sco[tsdale Audi

Scottsdate Bemley

Scottsdale Ferrari Maserati
Scotsdale Lexus

Tempe Honda™

Volkswagen North Scottsdale -
Volvo North Scotisdale . +*

[ARKANSAS
Acura of Fayetteville
‘ChevraletVHUMMER of Fayellcwlle

~ Honda of Fayetieville
Landers Chevrolet HUMMER
Landers Chrysler Jeep Dodge .

. Landers Ford Lincoln Mercury

Toyota-Scion of decttewlle

[CALIFORNIA |
Acura of Escondido o
Aston Martin of San Diego
Audi-Escondido o
Audi Stevens Creek
BMW of San Diego
Capitol Honda .
Cerritos -Buick Pontiac HUMMER :

© GMC ., .
Honda Mission Valley
Henda North®
Honda of Escondido
Jaguar Kearny Mesa
Kearny Mesa Acura ™
Kearny Mesa Toyota-Scion
Lexus Kearny Mesa
Los Gatos Acura _
Marin Honda
Mazda of Escondido
Mercedes-Benz of San chgo
(& Maybach)
Penske Cadillac HUMMER South Bay
Porsche of Stevens Creek
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. [INDIANA

_l.c

~ Citrus Chrysler Jeep Dodge -

Palm Beach Mazda
Palm Beach Subaru
Palm Beach Toyota-Scion,
West Palm Nﬁsan )

[GEORGIA
Atlanta Toyota-Scion

" Honda Mall of Georgia

United BMW of Gwinnett’ ~
_United BMW of Roswell .

Penske Chevrolet - - -+
Penske Honda

[MICHIGAN

- Honda Bloomfield

Rinke Cadillac

* Rinke Pontiac GMC Truck

Rinke Toyota-Scion
Toyota-Scion of Waterford

| MINNESOTA
Moto_rwérks BMW/MINI *

[MISSISSIPPI ]
Landers Dodge .
Landers Nissan® .

‘[NEW JERSEY ]

*Acura of Turnersville

- BMW of Turnersville
" Chevrolet HUMMER Cadillac of

"Turnersville

DiFeo BMW

Ferrari Maserati of Central New lersey
Gateway Toyota-Scion

. Honda of Tume_rsvil]e

Hudson Nissan

" Hudson Toyota-Scion

Hyundai of Turnersvilie
Lexus of Bridgewater
Nissan of Turnersville '
Tayota-Scion of Turnersville
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Honda of Mentor

Infiniti of Bedford
Maserati of Cleveland
Mercedes-Benz of Bedford
Nissan of Nerth Olmsted

1. Toyota-Scion of Bedford

[OKLAHOMA : |
Jaguar of Tulsa :
Lincoln Mercury of Tulsa (41 ll S
Meinorial) * '

ot

| Lincoln Mercury of Tulsa (9607 S-.. ha

Memorial) | .
United Ford North -
United Ford South

—I United HUMMER of Tulsa

Yolvo ofrTulsa “

[RHODE ISLAND i
Inskip Acura - .

Inskip Audi

Inskip Autocenter (Mercedes-Benz)
‘Inskip Bentley Providence

Inskip BMW

Inskip Infiniti

Inskip Lexus -

Inskip Nissan® .

Inskip Porsche

Inskip Volvo

LTENNESSEE
Landers Ford of Memphis ,~
Wolfchase Toyota- -Scion © °

[TEXaS ‘ . ]
BMW of Austin

Goodson Honda North

Goodson Honda West,

[VIRGINIA . |-
_Aston Martin of Tysons Corner

Audi of Tysons Corner . .
Mercedes-Benz of Tysons Corner

(& Maybach)

Porsche of Tysons Comer




NON-U.S. DEALERSHIPS

. [arrEDkiNc DoV B

_-Mayfair Audi <

.. Beniley Lamborghini Birmingham
- Bentley Lamborghini Edlnburgh
Bentley Manchester
Bradford Audi- | |+

Graypaul Edinburgh (FerranlMascran) N

Graypaul Nottingham
(Ferrari/Maserati)

Guitdford Audi .}

Guy Salmon Jaguar Ascot

Guy Salmon Jaguar Coventry

Guy Salmon Jaguar Gatwick
Guy Salmon Jaguar Maidstone- /

. Guy Salmon Jaguar Northampton
Guy Salmon faguar Oxford ~

Guy Salmon Jaguar Stratford *
(After Sales)

Guy Salmon Jaguar Thames Ditton
Guy Salmon Eand Rover Ascot
Guy Salmon Land Rover Coventry
Guy Salmon Land Rover Gatwick
Guy Salmon Land Rover Knutsford
Guy Salmon Land Rover Leeds .
Guy Salmon Land Rover Maidstone
Guy Salmon Land Rover Portsmouth
Guy Salmon Land Rover Sheffield
Guy Salmon Land Rover Stockport
-Guy Salmon Land Rover Stratford-

Lexus Oxford ,

Mercedes-Benz of Balh s

: -Mércedes-Benz of Bedford .

Mercedes-Benz of Carlisle:
Mercedes:Benz of, Chel[enham and

Gloucester o
. Mercedes-Benz of Cribbs C.mscway
* Mercedes-Bénz of Kettering . . ="

Mercedes-Benz of Milton Keynes

.. Mercedes-Benz of Newbury

Mercedes-Benz of Northampton

*Mercedes-Benz of Sunderland
* Mercedes-Benz of Teesside, - .

Mercedes-Benz of Weston-Super-Mare
Mercedes-Benz/smart of Bristol
Mercedes-Benz/smart of New Castle
Mercedes- Ben:rjsmart of Swindon
Oxford Saab.*

Porsche Centre. Ed:nburbh
Porsche Centre Glasgow
Porsche Centre Mid-Sussex
Porsche Centre Silverstone
Reading Audi

Redhill Honda
Rolis-Royce Motor Cars Sunningdale
Rydale BMW/MINI Cardiff -

. Rydale BMW/MINI Central

3t

- Toyota World (Newport) ‘

Sytner Harold Wood (BMW/MINI) :
Sytner High Wycombe (BMW)

" Sytner Leicester (BMW/MINI)

Sytner Nmungham (BMWIMINI

. Alpima). .

Sytner Rol]s—Royce Motor Cars =
“Sytner Sheffield (BMW/MINI)
Sytner Solihull (BMW/MINI) : -
Symer Sunningdale (BMW[MINI) .
.. Tollbar Coventry (Volvo)

Tollbar Twickenham (Volvo)

" Tollbar Warwick (Volvo)

Toyota World Birmingham

" Toyota World (Bridgend) W

Toyota World {Bristol North)
Toyola World {Bristol-South) -
Toyota World (Cardiff) ’

*.

Toyota World (Tamworth)
Victoria Audi (After Sales)
Wakefield Audi

West London Audi

<
Autohaus Augsburg (BMW(4)/MINI)
Tamsen, Bremen (Aston Martin,
Bentley, Ferrani, Maserati, Rolls-
Royce) '

Tamsen; Hamburg (Aston Martin,

A

upon-Avon ‘Rydale BMW/MINI Newport

Guy Salmon Land Rover Thames Rydale BMW/MINI Sutton Ferrari, Lamborghini. Maserati, Rolls-
Ditton Rydale BMW/MINI Warley . Royee) - - .
Guy Salmon Land Rover Wakefield Ryfield Chrysler Jeep Dodge New .. PUERTOIRICO)

Harrogate Audi

Kings Bristol Chrysler Jeep Dodge -
Kings Chelienham & Gloucester
(Chrysler, Jeep, Dodge)

Kings Manchester (Chrysler, Jeep,

Castle

" Ryfield Chrys]er Jeep Dodge Stockton

Slough Audi -

“smart North East Stockton

smart of Milton Keynes

. Lexus de San Juan
Triangle Chrysler, Dodge. Jeep,

Honda del Oeste

- Triangle Chrysier Dodge Jeep de !

Ponce

Dodge} Sytner Canary Whart (BMW/MINI) Triangle Honda 65 de Infamena
~ Kings Swindon (Chrysler, Jeep, Sytner Chigwell (BMW/MINI} . Triangle Honda-Suzuki de Ponce
. Dodge} Sytner Coventry (BMW/MINI) Triangle Mazda'de Ponce* =+ -
Leeds Audi Triangle Nissan del Qeste
L.exus Birmingham i -

. Lexus Bristol
Lexus Cardiff
Lexus Leicester
Lexus’ Ml]lOI‘I Keynes

Alx Automoblle (Toyota, Lexus) o A

Audi Zentrum Aachen
Autohaus Krings (Volkswagon}

Autchaus -Nix (Frankfurt) (Toyota, Lexus} |

- - -VWc also own approx:mdlely 50% of the folldwmg dealershlps -

Triangle Toyota-Scion de San Juan

- Toyola de Aguascalientes - . .o
- Toyola de Lindavista ’
Toyota de*Monterrey

Autohaus Nix (Offenbach) (Toyota, Lexus)

Autchaus Nix {Wachtersbach) ('I‘oyota Lexus)

Autohaus Piper {Volkswagen): -

- Autchaus Reisacher (Krunback) (BMW)
Autohaus Reisacher (Memmlngen) (BMW, MINI) -- I
_~"Autohaus Reisacher. {(Ulm) (BMW:MINI} . c. .
Autohaus Reisacher (Vohringen) (BMW)
J-§ Auto Park Slolberg (Volk';wagen)
TCD' (Toyota) .
Volkswagen Zentrum Auchen
Wolff & Meir (Volkswagen)
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'Management Information Systems ° . R .

e

We consolldate financial, accounting and operational data received from our U.S. dealers through an excluswe
private communications network. Dealership data is gathered and processed through individual dealer systems '
utilizing The Reynolds and Reynolds Company dealer managemem systems. Each dealershrp is allowed to tailor the

‘operational capabilities of that system locally, but we requrre that Lhey follow our standardized accounting
. procedures. Our U.S. nétwork allows us to extract and aggregate information from the system in a consistent format

to generate consolidating financial and operational data. The system also allows us to access detailed information
for each dealership in the U.S. individually, as a group, or on a consolidated basis. Information we can -access
includes, among other things, inventory, cash, unit sales, the mix of new and used vehicle sales and sales of
aftermarket products and'services. Our ability to access this data allows us to continually analyze these dealerships’
operating results and financial position so as to identify areas for improvement. Qur technology also enables us to
quickly 1nlegrate dealershlpv. or dealership groups we acquire in the U.S. T -

. Our foreign dealershlp financial, accounting and operational data is processed through dealer management
systems provided by a number of local software providers. Financial and operational information is aggregated
following U.S. pohc:es and accounting requirements, and is reported in our U.S. reportmg format, to ensure
consistency of results among our worldwide operations.

Marketing

We believe that our marketing programs have contributed to our sales growth. Our advertising and marketing
efforts are focused at the local market level, with the aim of building our retail vehicle business, as well as repeat
sales and service business. We utilize many different media for our marketing activities, including newspapers,
direct mail, magazines, television, radio and the Internet. We also assist our local management in running special

-marketing events to generate sales such as tent sales or local product placement. Automobile manufacturers

supplement our local and regional advertising efforts by producing large advertising campaigns to support their
brands, promote attractive financing packages and draw traffic to local area dealerships. We believe that our scale
has enabled us to obtain favorable terms 'from suppliers and advertising media. and should enable us to reahze
continued cost savings in marketing. In an effort to realize increased efficiencies, we are focusmg on common
marketing metrics and business.practices across our dealerships, as well as negotiating enterprise arrangements for
many marketing resources. ‘ ‘

+

) Agreements with Vehicle Manufacturers

.+

Each of our dealerships operates under separate franchise agreements with the manufacturers of each brand of
vehicle so]d at that dealership. These agreements contain provisions and standards governing almost every aspect of -
the. dealersh1p, including ownership, management, personnel, training, maintenance of minimum working capltal
and in some cases net worth, maintenance of minimum lines of eredu advertising and marketmg, facilities, signs,
products and services, ucqumuons of-other dealerships (mcludlng restrictions on how many dealerships can be
acqurred or operated in any given market), maintenance of . minimum amounts of insurance, achrevement of -
minimum customer service standards and monthiy fi nancial reporting. Typically, the dealership prmcrpal ‘and/or the
owner of a dealershlp may not be chunged wuhout the manufacturer s consent.

In exchange for complying with these provmons and standards we are grdmed the non- excluswe nght o sell
the manufacturer’s brand of vehicles and related parts and services at our dealerships. The agreements also grant us
a non-exclusive license to use each manufacturer’s trademarks, service marks and designs in connection with ¢ our
sales and service of its brands at our dealerships. Some of our franchise agreements expire after a specified penod of

‘time,- rangmg from one to five years, The agreements also permit the manufacturer to terminate or not renew the

agreement for a variety of causes, including failure to adequately operate the dealership, msolvency or bankruptcy,
impairment of the dealer’s reputation or financial standing, changes in the dealership’s management, owners or .
location without consent, sales of the dealership’s assets without consent, failure to maintain adequate working
capital or floor plan financing, changes in the dealership’s financial or other condition, failure to submit required
information to the manufacturer on'a timely basis, failure to have any permit or license necessary' to operate the
dealership, and material breaches of other provisions of the agreement. These termination rights are subject to
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applicable state franchise laws that limit a manufacturer’s right to terminate a franchise. Many agreements grant the
) manufacturer a security interest in the vehicles andfor parts sold by the manufacturer to the, dealershlp )

Our agreemems wnh manufdcturers usual]y gwe the manufacturers the nght m some” ¢ircumstances.

-(mcludmg upon a merger Sale,. or change of control of the company, or’in some cases a material change in
olr’ busmess or capital- struclure) to-acquiresfrom us,-at fair market value, the dealershlps that sell the manufac-

turers’ brands. In particular; our agreemenl with'General Motors Corporauon provides Lhat ‘'upon-a proposed sale of -

20% or more of our voting stock to any other person or entity (other’ lhdll for passwe “investment). or another
manufacturer, an extraordmary corporate transaction (such as a merger, reorgamzauon or sale of-a matenal amount
of assets) or a change of control of- our board of directors, General Motors has the right' to acquire at fair market
'value all assets, properties and bugmess of any General Motors dealership owned by us.In addmon ‘General Motors

has a right of first refusal if we. propose to Sell any of our Geneml Motors dealer‘shlps toa [hll'd party. Some of our

dgreements with other major manufacturers contain provisions similar to the General Motors provisions. ‘Some of
the agreements also pI‘OhlblI us fromn’ ‘pledging. or - impose significant llmn,.mons on our ab1]1ty to pledge, the capital
stock of some of our subsidiaries to lenders.

Competition

For new vehicle sales, we compete primarily with other franchised dealers in each of our marketmg areas. We
do not have any cost advantage in purchasing new vehicles from: manufacturers, and typically we rely-on our world-
class facilities, advertising and merchandlsmg, management experience, sales experlise, service reputation and the
. location of our dealerships to sell new vehicles. Each of our markets may include a number of well:capitalized
competitors that also have extensive automobile dealership managerial experience and strong retail locations and
facilities. . N ‘

We compele with dealers that sell the same brands of new vehicles that we sell and with dealers that sell other
brands of new vehicles lhzn we do not represent ina particular market. Qur new vehicle dealershlp competitors have
franchise agreements with the various vehicle manufacturers and, as such, generally have-access to new vehicles on
the same terms as us. In recent years, automotive’ dealefs-have also faced increased competition in the sale of new
vehicles from. on-line purchasing services and warehouse clubs. Due to lower overhead and sales costs, lheqe
companies may be willing to offer products at lower prices than franchised dealers :

+

For ‘used vehicle sal_es, we compete with other franchised dealers, mdependent used vehicle dealers. auto-
mobile rental agencies, on-line. purchasing services, private parties and used vehicle “superstores” for the
procurement and resale of used vehicles. :

.

‘We believe that the principal competitive factors in vehicle sales are the marketing campaigns conducted by
manufacturers, the ability of dealerships to offer a wide selection of the.most popular vehicles. the location of
" dealerships and the quality of customer service. Other, competitive. factors ‘include customer, preference for
pparticular brands of automobiles, pricing (including manufacturer rebates and other special offers) and warranties.
We believe that-our dealerships are competitive in all of these areas. .

. We compete with other franchised dealers to perform warranty repairs and with other automotive dealers,
franchised and non-franchised service.center chains, and independent garages for non-warranty repair and routine
_maintenance business. We compete with other automotive dealers, service stores and auto parts retailers in our parts
operatlons ‘We believe that the principal competitive factors in parts and service sales are price, the use of factory-
approved replacement pam facility location, the. familiarity with a manufacturer’s. brands and models and the
quahty of customer service. A number of regional or national chains otfer selecled parts and services at prices that
may be lower than our prices. "

] N

' According to various industry sources, the automotive retail industry is currently served by approximately
21,500 franchised- automotive dealerships, over 50,000 independent used vehicle- dealerships and individual
consumers who sell used vehicles in private transactions. Several other companies have established national or
regional automotive retail chains. Additionally, vehicle manufacturers have historically engaged in’ the retail sale
and service of vehicles, either independently or in conjunction with their franchised dealerships, and may do so on
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an expanded_basis in.the future, subject to various state laws that restrict or prohibit'manufacturer ownership of
dealerships. - o -

We believe that a growing number of consumers are utilizing the Internet, to differing degrees, in connection
with the purchase of vehicles. Accordingly, we may face increased pressure from on-line automotive websites, -
including those developed by automobile manufacturers and other dealership groups. Consumers use the Internet to
compare prices for vehicles and related services, which may result in reduced margins for new vehicles, used
vehlcles and related services. : -

Employees and Labor Relations

As of December 31, 2006, we employed approximately 15,800 people, approximately 465-of whom were
covered by collective bargaining agreements with labor unions. We consider our relations with our employees to be
satisfactory. Qur policy is to motivate our key managers through, among other things, variable compensation
programs tied principally to dealership profitability and our equity incentive compensation plans. Due tg our
reliance on vehicle manufacturers, we may be adversely affected by labor strikes or work stoppages at the

manufacturers’ facilities.

Regulation

We operate in a highly regulated industry. A number of regulations affect our business of marketing, selling,
financing and servicing automobiles. We actively make efforts (o assure compliance with these regulations, Under
the laws of the jurisdictions in which we currently operate or into which we may expand, we typically must obtain a
license in order to establish, operate or relocate a dealership or operate an automotive repair service, including
dealer, sales, finance and insurance-related licenses issued by relevant authorities. These laws also regulate our
conduct of business, including our advertising, operating, financing, employment and sales practices. Other laws
and regulations include franchise laws and regulations, extensive laws and regulations applicable to new and used
motor vehlc]e dealers, as well as wage-hour, anti-discrimination and other employment practices laws.

Qur operations may also be subject to consumer protection laws known in the U.S. as “Lemon Laws”. These
laws typically require a manufacturer or dealer to replace a new vehicte or accept it for a fuil refund within a period
of time after initial purchase if the vehicle does not conform to the manufacturer’s express warranties and the dealer
or manufacturer, after a reasonable number of attempts, is unable to correct or repair the defect. Various laws require .
various written disclosures to be provided on new vehicles, including mileage and pricing information. Imported
automobiles may be subject to customs duties and, in the ordinary course of our business, we may, from time to
time, be subject to claims for duties, penalties, liquidated damages, or other charges.

Our financing activities with customers are subject to federal truth-in-lending, consumer leasing equal credit
opportunity and similar regulations as well as motor vehicle finance laws, installment finance laws, insurance laws,
usury laws and other installment sales laws. Some jurisdictions regulate finance fees that may be paid as a result of
vehicle sales. In recent years, private plaintiffs and state attorneys general in the U.S. have increased their scruuny
of advertising, sales, and finance and insurance activities in the sale and leasing of motor vehicles.

In.the U.S., we also benefit from the protection of numerous state dealer laws that generally provide that a
manufacturer may not terminate or refuse to renew a franchise agreement unless it has first provided the dealer with
writlen notice setting forth good cause and stating the grounds for termination or non-renewal. Some state dealer
laws allow dealers to file protests or petitions or to attempt to comply with the manufacturer’s criteria within the
notice period to avoid the termination or non-renewal. Europe generally does not have these laws and as.a result,
our European dealerships operate without these protections. :

Environmental Matters

We are subject to a wide range of environmental laws and regulduom mc]udmg those governing dlscharges
into the air and water, the operation and removal of aboveground and underground storage tanks, the use, handling,
storage and disposal of hazardous substances and other materials and the investigation and remediation of
contamination. As with automotive dealerships generally, and service, parts and body shop operations in particular,
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our business involves the generation, use, handling and contracting for recycling or disposal of hazardous or toxic
substances or wastes, including environmentally sensitive materials such as motor oil, waste motor oil and filters.
transmission fluid, antifreeze, refrigerant, waste paint and lacquer thinner, batteries, sotvents, lubricants, degreasing
agents, gasoline and diesel fuels. Similar to many of our competitors, we have incurred and will contmuc to incur,
capital and operating expenditures and other costs in complying with such laws and regulations. .

Our operations involving the management of hazardous and other environmentally sensitive materials are
subject 10 numerous requirements. Our business also involves the operation of storage tanks containing such
materials. Storage tanks are subject to periodic testing, containment, upgrading and removal under applicable law.
Furthermore, investigation or remediation may be necessary in the event of leaks or other discharges from current or
former underground or aboveground storage tanks. In addition, water quality protection programs govern certain
discharges from some of ‘our operations. Similarly, certain air emissions from our operations, such as auto body
painting. may be subject to relevant laws. Various health and safety standards also apply to our operations.

We may also have liability in connection with materials that were sent to third-party recycling, treatment,
and/or disposal facilitics under the U.S. Comprehensive Environmental Response, Compensation and Liability Act,
or CERCLA. and comparable statutes. These statutes impose liability for investigation and remediation of
contamination without regard to fault or the legality of the conduct that contributed to the contamination:
Responsible parties under these statutes may include the owner or operator of the site where the contamination
occurred and companies that dmposcd or arranged for the disposal of the hazardous substances released at these
sites.

We believe that we do not have any material environmental liabilities and that compliance with environmental
laws and regulations will not, mdmdually or in the aggregate, have a material adverse effect on our resulis of
operations, financial condition or cash flows. However, smt and groundwater contamination is known o exist at
certain of our current or former propemes Further, environmental laws and regulations are complex and subjéct to
change. In addition, in connection ‘Wwith our acquisitions, it is possible that we will assume or become subject to new
or unforeseen environmental costs or liabilities, some of which may be material. Compliance with current,
amended, new or more stringent laws or regulations, stricter interpretations of existing laws or the future discovery
of environmental conditions could require additional expenditures by us, and such expenditures could be material.

Insurance ’ ) I .

Due to the nature of the automotive retail industry, automotive retail dealershipé generally require significant
ievels of insurance covering a broad variety of risks. The business is subject 1o substantial risk of property loss due to
the 51gn1ﬁcant concentration of property values at dealership locations, including vehicles and parts. Other potenual
liabilities arising out'of our'operations involve claims by employees, customers or third parties for pefsonal i |n_|ury or
property damage and potential fines and penalties in connection with alleged violations of regulatory requirements.

As a result, we purchase insurance subject to specified deductibles and significant loss retentions, including
umbrella and excess insurance policies. The level of risk we retain may change in the future as insurance market
conditions or other faciors affecting the economics of purchasing i insurance change. Based on the coverage of our
existing policies, wé could be exposed to uninsured or undérinsured losses, including as a result of our deductibles
and sighificant loss'retentions, that could have a material adverse effect on our results of operations, financial’
condition or cash flows. We and Penske Corporation, which is our largest’ stockholder, have entered into a joint
insurance agreement which provides that, with respect to our Jomt insurance policies (which includes our property
policy), available coverage with respect to a loss shall be paid to each party as snpulaled in the policies. In the event
of losses by us and Penske Corporation in excess of the limit of any pollcy during a policy period. the total policy
proceeds will be a]loc.lted based on the rdtio of premiums paid. For information regarding our relationship with
Penske Corporauon see Part Il — Item 7 — “Management’s Discussion and Analysls of Financial Condition and

- Resuitsof Operauons Rela[ed Parly Tr.msactlons

Seasonamy

Our business is modestly seasonal overall. Our U.S. operations generally experience higher volumes of vehicle
sales in the second and third quarters of each year due in part to consumer huying trends and the introduction of new
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vehicle models. Also. demand for cars and light trucks is generally lower during the winter months than in other
seasons, particularly in regions of the United States where dealerships may be subject (o severe winters. The greatest
U.S. seasonality exists at the dealerships we operate in northeastern and upper mid-western states, for which the
second and third quarters are the strongest with respect to vehicle-related sales. Qur U.K. operations generally
experience higher volumes of vehicle sales in the first and. third quarters.of each year, due primarily to vehicle
registration practices in the UK. The servnce and parts business at all dealerships experience relauvely modest
SCBSOI’IH] ﬂUClUﬂllOﬂS

Available Information

For selected financial information concerning our U.S. and non-U.S. sales and assets, see the notes to our
consolidated financial statements included in ltem 8 of this report. Our Internet website address is
www.unitedauto.com. Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on
Form 8-K, and amendments 1o those reports filed or furnished pursuant to section 13(a) or 15(d) of the Exchange
Act are available free of charge ihrough our website under the tab “Investor Relations” as soon as reasonably
practicable after they are electronically filed with. or furnished to. the Securities and Exchange Commission. We
also make available on our website copies of materials regarding our corporate governance policies-and practices,
- including our Corporate Governance Guidelines; our Code of Business Ethics; and the charters relating to the
" committees of our Board of Directors. You also may obtain a printed copy of the foregoing materials by sending a
wrilten request to: Investor Relations, United Auto Group, Inc., 2555 Telegraph Road, Bloomfield Hills, M1 48302.
The information on or linked to our website is not part of this document. We plan to disclose waivers, if any, for our
executlve officers or directors from our code of conduct on our website, www.unitedauto.com. We are incorporated
in the state of Delaware and began dealership operations in October 1992. We submitted 1o the New York Stock
Exchange llS required annual CEQ certification in 2006 without qualification and have filed all required certi-
fications under section 302 of the Sarbanes-Oxley Act as exhlblts to this annual report’on Form 10-K relating to
2006 -

Item 1A. _Risk Factors ‘ : . o K

Risks Relating to Automotive M-.inufacturers

Automotive manufacmrers exercise significant control over our.operations and we depend on them in
order to operate our business. N

Each of our dea]ershlps operales under franchise agreements with automotive manufaciurerf. 0r related
dlS[I’lbl.llOI'S We aré dependem on automotive manufacturers because, w1thout a franchtse agreement we cannot
operate a niew vehlcle franchise or perform’ manufacturer duthonzed ‘service.

' : o - .
Manufacturers exerc_lse a gre_ut degree of control over the operations of our dealerships. For example,
manufacturers can require our dealerships to meet specified standards of appearance, require individual dealerships
to meet spec:1f"1ed financial criteria such ds maintenance of minimum net working capital and, in some cases,
finimum net worth, impose minimum c,ustomer service and.satisfaction standards, set qlandarde regarding the
maintenance of vehicle and parts inventories, restrict the use of manufacturers’ names and trademarks and, in many
‘cases, must consent to the rep]aéemem of the dealership principal

QOur franchise agreemem may be terminated or not renewed by automotive manufacturers for a variety, of
reasons, including unapproved changes of ownership or managemenl and other material breaches-of the franchise
agreements, We have, from time to time, not béen compliant with various provisions of some of our franchise
- agreements. Although we believe that we will be able Lo renew at expiration all of our existing franchise agreements,
" if any of our significant existing franchise agreements or a large number of franchise agreements are not renewed or
the terms of any such renewal are materially unfavorable to us, our results of operations, financial condition or cash
flows could be materially adversely affected. In addition, actions taken by manufacturers to exploit their bargaining
position in negotiating the terms of renewals of franchise agreements or otherwise could also materially adversely
affect our results of operations, financial condition or cash flows. ' :
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-While U.S. franchise laws give us limited protection in selling a manufacturer’s product within a given
geographic area, our franchise agreements do not give us the exclusive right to sell vehicles within a given area and
the location of a significant number of new dealerships near our existing dealerships could materially adversely
_ affect our results. of operations, financial condition or cash flows.

We depend on manufacturers to provide us with a desirable mix of popular new vehicles, which tends to
produce the highest profit margins. Manufacturers generally allocate their vehicles among dealerships based on the
sales h:story of each dealershlp Our mabthty to obtain sufficient quantities of the most popular models, whether
due to sales declines at our dealershtps or otherwise, could materially adversely affect our results of operations,
finanu;tl condition or cash flows.

Our volumes and profitability may be adversely affected if automotive manufacturers reduce or discon-
tinue their incentive programs.

Our dealerships depend on the manufacturers for sales incentives, warranties and other programs that promote
and support vehicle sales at our dealerships. Some of these programs include customer rebates, dealer incentives,
special financing or leasing terms and warranties. Manufacturers frequently change their incentive programs. If
manufacturers reduce or discontinue incentive programs, our results of operations, financial condition or cash flows
could be materially adversely affected.

Adverse conditions affecting one or more automotive manufacturers may negatively impact our revenues
and profitability.

Our success depends on the overall success of the line of vehicles that each of our dealerships sells. As a result,
our success aepands to a great'extent on the automotive manufacturers’ financial condition, marketing, vehicle
design, production and distribution capabilities, reputation, management and labor relations. For 2006, Toyota/
Lexus brands. BMW/MINI, Honda/Acura, DaimlerChrysler. brands and Ford/Premier Auto Group accounted for
21%. 18%. 16%, 11% and 10%, respectively, of our total revenues. A significant decline in the sale of new vehicles
manufdctured :by these manufacturers, or the loss or deterioration of our rélationships with one or more of these
manufacturers, could materially.adversely affecl our results of | operattons financial condition or cash flows. No
olher manufacturer accounted for more than 10% of our total revenues for 2006.

Events such as labor strikes that may adversely affecta manufacturer- may also materially adversely affecl us,
especially if these events were to interrupt the supply of vehicles or parts to us. Similarly, the delivery of vehicles
_from manufacturers_at a time later than scheduled, which may occur particularly during penods of new product
mtroductlons has led and in the future could lead, to reduced sales durrng those periods:-In addition; any event that
causes. adverse publicity 1nvolv1ng one ormore automotive manufacturers. or * their vehicles may- materially

dversely affect our resu!ts of operations, financial condmon or cash’ ﬂows

Ty . . N -

Our failure to meet manufacturers consumer satrsfactwn reqmrements may adversely affect us.

“"Many manufacturers measure customers satisfaction with thelr sales and warranty service experiences
through systems:that are generally known as customer satisfaction indices; or CSI.-Manufacturers sometimes use a
-dealership’s CSI scores as a factor in evaluating apphcatlons for additionat.dealership acquisitions. Certain of our
dealershrps have had difficulty from time to time in’ meetmg their manufdcturcrs -CSI'standards. We may be unable
to meet these standards in the future. A manufacturer may refuse 1o (.onsenl 1o a franchise acquisition by. us if our
dealerships‘do not meet their CSI standards. This could materially adverse]y affect our acquisition strategy In
addition, because we receive paymenis fromi thé manufacturers based in part on CSI scores future pdymems could

A .

be matenally reduced or ehmmated if our. CS[ scores decline. o

i . )
D . S . e :

" Automotive manufacturers zmpose limits on our ablhty 1o issue addttmnai equn‘y and on the ownershrp of
aur common stock by third pames, whtch ma_v hamper our abrhty o meet our fi nancmg needs.

A numbcr of. manufacturers impose restnctlons on the sale and transfer of our common stock. The +Most
: prohlbmve resmctlons provide that, under. specrﬁed circumstances, we may be forced to sell or surrender franchises
(1) if a competing automotive manufacturer acquires a 5% or.greater ownetship interest in.us or (2).if an'individual

. v

+
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or entity that has a criminal record in connection with business dealings with any automotive manufacturer,
distributor or dealer or who has been convicted of a felony acquires a 5% or greater ownership interest in us. Further,
several manufacturers have the right to approve the acquisition by a third party of 20% or more of our common
stock, and a number of manufacturers continue to prohibit changes in ownership that may affect control of our
company.

Actions by our stockholders or prospective stockholders that would violate any of the above restrictions are
generally outside our control. If we are unable to obtain a waiver or retief from these restrictions, we may be forced
to terminate or sell one or more franchises, which could materially adversely affect our results of operations,
financial condition or cash flows. These restrictions also may prevent or deter prospective acquirers from acquiring
control of us and, therefore, may adversely impact the value of our common stock. These restrictions also may
impede our ability to raise required capital or our ability to acquire dealership groups using our common stock may
also be inhibited.

Risks Relating to our Acquisition Strategy

Growth in our revenues and earnings depends substantially on our ability to acquire and successfully .
operate new dealerships.

pry

While we expect to acquire new dealerships. we cannot guarantee that we will be able to identify and acquire
additional dealerships in the future. Moreover, acquisitions involve a mimber of risks, including: s’

= integrating the operations and personnel of the acquired dea]'ershipe;

- » operating in new markets with which we dre not familiar;

1

..

= incurring unforeseen liabilities al acquired dealerships;
* disruption to our existing businesses;

« failure to retain key personnel of the acquired dealerships;

1

. * impairment of relationships with employees, manufacturers and customers; and

« incorrectly valuing -acquired entities

*In addition, mlegralmg acquired dea]ershlps into our existing mix of dealershlps may result in substantial
costs, diversion of our management resources or other. operauonal or financial problems. Unforeseen expenses,
difficulties and delays frequently encountered in-connection with the integration of acqu:red entities and the rapid
expansion of operations could inhibit our growth, result in our failure to achieve acquisition synergles and require us

. 1o foeu‘; resources on integration ralher than -other more profitable areas. o

Acquired entities may subject us to unforeseen liabilities that we are unable to detect prior to completing the
acquisition, or liabilities that turn out 1o be greater than those we had expected. These liabilities may include
liabilities that arise from non-compliance with environmental laws by prior owners for which we, as a successor
owner, will be responsible. Until'we assume operating control of-acquired entities, we may not be ab]e to ascertain
the actual-value of the acquired entity. . = .. : e : -

©

We mdy be unable to identify aequmuon candldales that would resull m lhe moel successful combmauons or

: complete acquisitions on acceptable terms on a timely basis. The magmtude tlmmg pricing and nature of future
acquisitions will depend upon various factors, including the availability of suitable acquisition candidates, the
negotiation of acceptable terms, our financial capabilities, the availability of skilled employees to manage the
acquired companies and general economic and business condmons Further covenants comalned in our debt
instruments impose llmnatlons on our ablllty to acquire additional dealershlp's and future debt instruments may
impose additional restrictions. Furthermore, we have sold and may.in the future sell dealerships based on numerous
factors, which may impact our future revenues and earnmgs pamcularly i we do not make acqumuons to replace
such revenues and earnings, - oo - R v A
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- Manufacturers’ restricrions on acquisitions may limit our future growth.

Our future growth via acquisition of automotive dealerships will depend on our ability to obtain the requisite
manufacturer approvals. The relevanl manufacturer must consent to any franchise acquisition and it may not
consent in a timely fashion or atall. In addition, under many franchisé’ agreements or under local law, a
manufacturer may have a nghl of first refusal 10 acquire a dealership that we seek to acqulre

Certain manufacturers limit the total number of their dealerships that we may own ina particular geographic

‘area and, in some cases, the total number of their vehicles that we may sell as a percentage of that manufacturer’s

overall sales. Manufacturers may also limit the ownership of stores in contiguous markets and the dueling of a
franchise with another brand. To date, we have only reached these ceilings with two manufacturers. If additional
manufacturers impose or expand these. types of restrictions, our acquisition strategy and results of operations,
financial condition or cash flows could be materially adversely affected.

Other Busmess RlSkS

Our business is susceptible to adverse economic condmans, including changes. in consumer conﬁdence
fuel prices and credit avatlab!ltty : "

We believe that the aulomolwe retail industry is mﬂueoced by genera] economlc condmons and partlcularly by
consumer conﬁdence the level of personal dlscretlonary spending, interest rates, fuel prices, weather conditions,”
unemp!oymem rates and credit availability. Hlstoncally, unit sales of motor vehicles, pamculdrly new vehicles,
have been cyclical, ﬂuctuatmg with general economic cyclcs Durmg economic downturns, new. vehlcle retail sales ‘
tend to experience periods of decline characterized by oversupply and weak demandThe automotive retail mduslry

may experience sustained periods of dec]me in vehlele sales in the future. Any decline or change of lhls type couid

malena]ly adversely affect our results of operauons ﬁnancml condmon or cash ﬂows ’

.Some of our operations are’ reglonally concentrated such as those in Arlzona Cahfomla the Northeasiern
United States and the United Kingdom. Adverse regional’ economlc and competitive conditions in these areas could

materially adverse!y affect our resu]ts of operations, ﬁnancml condmon or cash ﬂows

Subsranttal competmon in aulomanve sales and services may adversely affect our prof tability.::
The automouve retail industry is- hlgh]y competmve Dependlng on the geographic market, we compete with:

+ franchised dutomouve dealershlps in our, markets Lhat sell the same or similar makes of new and used
vehicles that we offer; :

= private market buyers and sellers of used vehicles:

. ln[él‘oet'-based vehicle brokers that se'll vehicles obtained froni franchised dealers directly to consumers;

.

D vehlcle renla] compames that sell lhelr used renml veh:cles

* service center cham stores and
. mdependenl service and repair shops : . Lo

In addmon automotive manufacturers’ may- directly enter the retail market in the future, which. could’
materially adversely affect our results of operations, financial condition or cash flows. Some of .our competitors
may have greater financial, marketing and personnel resources and lower overhead and sales costs than'us. We do
not have any cost advantdge over other-franchised aulomollve dealershlps in purchasmg new -vehicles from the
automotive manufacturers. P .

.
In addilion .l0 competition for vehicle sales, our dealerships compete with franchised dealerships 10 perform

warranty repairs and with other automotive dealers, independent service center- chains, mdependent garages and
others, for non-warranty repair, routine maintenance.-and parts business. A number of regional or national. chains

‘offer selected parts and services at prices that may be lower than our-dealerships’ prices. We also compete with a

broad range of financial institutions in arranging financing for.out customers’ .vehicle purchases.
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“The Internet is a significant part of the sales process in our industry. We believe that customers are using the
Internet as part of the sales process to compare pricing for cars and related finance and insurance services, which
may reduce gross profit margins for new and used cars and profits generated from the sale of finance and insurance
products. Some websites offer vehicles for sale over the Internet without the benefit of having a dealership
franchise, although they must currently source their vehicles from a franchised dealer. If Internet new vehicle sales
are allowed to be conducted without the involvement of franchised dealers, or if dealerships are able 1o effectively
use the Internet to sell outside of their markets, our business could be materially adversely affected. We could also
be materially adversely affected to the extent that Internet companies acquire dealerships or ally themselves with
our competitors’ dealerships. .

Our capital costs and our results of operations may be adversely affected by a rising interest rate
environment.

We finance our purchases of new and, to a lesser extent, used vehicle inventory using floor plan financing
arrangements under which we are charged interest at floating rates. In addition, we obtain capital for general
corporate purposes, dealership acquisitions and real estate purchases and improvements under predominantly
floating interest rate credit facilities. Therefore, excluding the potential mitigating effects from interest rate hedging
techniques, our interest expenses will rise with increases in interest rates. Rising interest rates may also have the
affect of depressing dgmand in the interest rate sensitive aspects of our business, particularly new and used vehicles
- sales, because many of our customers finance their vehicle purchases As a result. rising interest rates may have the
. affect of simultancously i mcreasmg our costs and reducing.our revenues, whxch could materially adversely affect
our results of operatlons ﬂnancnal condition or cash flows.

Our subsmnnal mdebtedness may limnit our abtl:ty to obtam f’ nancmg for acquisitions and may require
- that.a srgmf Tcant porlum of our cash flow be used for debt service.

We have a %uqunual amount of indebtedness. As of December 31, 2006, we had apprommately $1.2 billion of
total non-floor plan debt outstanding and $1.2 billion of floor plan notes payable outstanding. In addition, we have
additional debt capacity under our credit facilities.

Our substantial debt could have important consequences. For example, it could:

-+ make it more difficult for us to obtain additional financing in the future for our acquisitions-and operations,
. working capital requirements, capital expenditures, debt service or other general corporate requirements;

* require us to dedicate a substantial portion of our cash flows from operations to repay debt and related
interest rather than other areas of our business;

* limit our operating flexibility due to financial and other restrictive covenants, including restrictions on
incurring additional debt, creating llens on our properties, making acquisitions or paymg dividends;

« place us at a compétitive d:qadvanlage compared (o our competltors that have less deb[ and

* make us more vulnerable in the event of adverse economic or industry conditions or a downturn in our
business.

Our-ability to meet our debt service obligations depends on our future performance, which will be impacted by
general economic conditions and by financial; business and.other competitive factors, many of which are beyond
out control, These factors could include operating difficulties, increased operating costs, the actions of competitors,
regulatory developments and delays in implementing our growth strategies. Qur ability to meet our debt service and
other obligations may depend on our success in implementing our business strategy. We may not be able .to
implement our business strategies and the anticipated results of our strategies may not be realized.

If our business does not generate sufficient cash flow from operations or future sufficient borrowings are not
ﬁva‘i]abfe-to-us. we might not be able to service our debt or to fund our other liquidity needs. If we are unable to
service our debt, we may-have to delay or cancel acquisitions, sell equity securities, sell assets or restructure or
refinance our debt. If we are unable to service our debt, we may not be able to pursue these options on a timely basis
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or on satisfactory terms or at all. In addition, the terms of our existing or future franchise agreements, agreemcnts
with manufacturers or debt agreements may prohibit us from adopting any of these alternatives.

Our inability to raise capital, if needed, could adversely affect us.

We require substantial capital in order to acquire and renovate automotive dealerships. This capital migh[ be
" raised through public or private financing, including. through the issuance of debl or equity securities, sale-
leaseback transactions and other sources. Availability under our credit agreements may be limited by the covenanis
and conditions of those facilities. We may not be able 1o raise additional funds. If we raise additional funds by
issuing equity s‘ecurilicq dilution to then existing stockholders may, result.

If adequale funds are not available, we may be required to significantly curtail our acquisition and renovation
programs. which couid materml]y and adversely affect our growth strategy.

We depend to a sngmfcam extent on our‘ablhly to finance the purchase of inventery in the form of floor plan
financing. Floor plan financing is financing from a vehicle manufacturer secured by the vehicles we sell. Our
" dealerships borrow money to buy a.particular vehicle from the manufacturer and pay off the floor plan financing
when {hey sell the particular vchicle paying interest dunng the interim period. Our floor plan financing is secured
) by substammlly all of the dqqets of our automotive dealership subsidiaries. Qur remaining assets are pledged to
- sééure our credit facilitiéd. This may :mpede our ability to borfow from other sources. Most of our floor plan lenders

aré associated with manufacturers with whom we have franchise agreements Consequently. the deterioration of our
relationship with a mahufacturer could adversély affect our rclauonsh_np with the affiliated floor plan lender and vice
versa. Any inability to obtain floor plan financing on custorary térms, or the termination of our floor plan financing
‘arrangements by our floor plan lenders, could materlally adversely affecl our results of operations, financial
condition or cash flows. .

Shares eligible for fulure sale may cause. the market price of our common smck to drop s:gmf icantly,
even if our busmess is domg well,

The potential for sales of qubstannal amounts of our common stock in the public market may have a material
adverse effect on our stock price.-In addition; the amount .of equity securities that weissue in connectlon with’
acquisitions and renovations could be significant resuiting in dilution to you or adversely affectmg our stock price. .
The majority of our outstanding shares are held by two shareholders, each of whom has registration rights that could ,
result in a substantial number of shares bemg sold in the inarket. Moreover, these shares could be resold at any time .
subject to the volume Ilmllatlons under Rule: 144, In’ addlllon we also have reserved for issuance a 51gn|ﬁcam_"
number of shares relating to our 3. 5% convemble senior subordinated notes which, if issued, may result in
substantial dilution to you or adversely effect our stock price. Finally, we have a significant amount of authorized
but unissued shares that, if issued, could materially adversely effect our stock price. A

Properiy loss, busihgss interruptions or other labilities at some of our dealerships could impact our oper-
- ating results.

* The automotive retail business is subject to substantial risk of properly' loss due 1o the significant concentration

- of property values at dealership locations, including vehicles and parts. We have historically experienced business
interruptions at several of our dealerships due'to adverse weather-conditions or other extraordinary events, such as
“wild fires in California or hurricanes in Florida. Other potcntm] habllmes arising out of our operations involve

] claims by. employees “customers or third parties-for personal injury or property damage and potential fines and
pcndlues in connection with alleged violations of regulatory requirements. To the eéxtent we experience future
similar events, our results of operations, financial condition or cash flows may be materially adversely impacted.

If wé lose key personnel or are unable to attract additional gqualified personnel, our business could be
adversely affected.

- We believe that our success depends to a significant extent upon the efforts and abilities ‘of our executive
management and key employees, including, in particular, Roger S. Penske,; our Chairman and Chief Executive
Officer. Additionally, our business is dependent upon our ability to continue to attract and retain qualified
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personnel, such as managers, as well as retaining dealership-management in connection with acquisitions. We
generally havé not entered into employment agreements with our key personnel. The loss of the services of one or
more members of our senior management team, including, in particular, Roger S. Penske, could have a material
adverse effect on us and materially impair the efficiency and productivity of our operations. We do not have key man
insurance for any of our executive officers or key personnel. The loss of any of our key employees or [he failure to
attract-qualified managers couid have a material adverse effect on our business.

Qur quarterly aper;ating results may fluctuate due to seasonality and other factors.

The automotive industry typically experiences seasonal variations in vehicle revenues. Demand for automo-
biles is generally lower during the winter months than in other seasons, particularly in regions of the United States
that may have severe winters. In the United States, a higher number of vehicle sales generally occurs in the second
and third quarters of each year, due in part to consumer buying trends and the introduction of new vehicle models.
Therefore, if conditions exist in the second or third quarters that depress or affect automotive sales, such as high fuel
costs, depressed economic conditions or similar adverse conditions, our revenues for the year may be dispropor-

_tionately adversely affected. ’

In addition, the UK. relall automotive mdustry [yplCdlly experiences peak sales .activity during March and
September of each year. This seasonality resulls from the perception in the United ngdom that the resale value of .
a vehicle may be determined by the date that the vehicle is registered. Because new 'vehicle registration periods
begin on March 1 and Seplember 1 each year, vehicles with comparable mlledgc that were reglstered in March may
have an equivalent used vehicle value to vehicles registered in August of the same year.

Qur business may be adversely aﬁectea' by import product restrictions and forelgn trade risks that may
tmpair our ability to sell foreign vehicles prafi tably

A slgmﬁcam portion of our new vehicle busmese involves the sale of vehicles, vehlcle parts_or vehicles
composed of parts that are manufactured outside the region in which they are sold. Asa result, our operations are '
subject to customary risks associated with imported merchandise, including fluctuations in the relative value of

‘currencies, import duties, exchange controls, differing tax structures, trade restrictions, transportation costs, work

sloppages and general political and economic conditions in foreign countries.

The locauom in Wthh we operate may, from time to time, |mpose new quotas, duties, tariffs or other

restrictions, or adjust presently prevailing quotas, duties or tariffs on _imported merchandise. Any of those
‘impositions or adjustments could materially affect our operations and our ability to purchase lmponed vehicles

and parts at reaqonable prices, which could materially adversely affect our business.

Our automotive dealerships are subject to substantial regulation and related claims and proceedmgs, any
.of which could adversely affect our profitability. . .-

A number of regulations affect our business of marketing, selling, financing and servicing automobiles. Under
the laws of states in U.S. locations in which we currently operate, we typically must obtain a license in order to
establish, operate or relocate a.dealership or operate an automotive repair service, including dealer, sales, finance
and insurance-related licenses. These laws also regulate our conduct of business, including our advertising,
operating, financing, employment and sales practices. In addition, our foreign operations are subject to regulations
in-their respective Junsd1cuons :

Our ﬁnancmg activities with customers are subject to truth-in-lending, consumer leasing. equal credit
opportunity and similar regulations as well as motor vehicle finance laws, installment finance laws, insurance
laws, usury laws and other installment sales laws, Some jurisdictions regulate finance fees that may be paid as a
result of vehicle sales. In recent years, private plaintiffs and state attorneys general in the U.S. have increased their
scrutiny of advertising, sales, and finance and insurance activities in the sale and leasing of motor vehicles. These
activities have led many lenders to-limit the amounts that may be charged to customers as fee income for these
activities. If these or similar activities were significantly to restrict our ability to generate revenue from arranging
financing for our customers, we could be adversely affected.
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We could also be susceptible:to claims or related actions if we fail to operate our business in accordance with
these laws. Claims arising out of actual or alleged violations of law may be asserted against us or any of our dealers
by .individuals, either -individually or through class actions, or by governmental entities. in civil or criminal
investigations and proceedings. Such actions may expose us to substantial monetary damages and legal defense
costs, injunctive relief and criminal and civil fines and penallleq mcludmg suspension or revocation of our licenses
and franchlses to conduct dea]ersh:p operations.

We will generaily continue to be involved in legal proceedmgq n lhe ordinary course of business. A 51gnlﬁcant
judgment against us, the loss of a significant license or permit or the imposition. of a significant fine could have a
material adverse effect on our business, ﬁnancm] condition and future prospects.

If state dealer laws in the United States are repealed or weakened, our dealership franchise agreemems
will be more suscephble to !ermmanon non-renewal.or renegonanon

State dealer laws in the United States generally provide that an automotive manufacturer may not terminate or
retfuse to renew a franchise agreement unless it has first provided the:dealer with written notice setting forth good --.
cause and statmg the grounds for termmanon or non-renewal. Some state deaier laws allow dealers to file protests or", :
peuuons or (o atlempl (o comply with the manufaclurer 'S, crllena wnhm the nouce ‘period 10 avoid, lhe termmauon or
non-renewal. Though unquccessful o dale manufactureirs lobbymg effort% may ]ead to the repeal or revision of -
state dealer laws. If dealer laws are repealed in the states in ‘which we operate manufaclurer& .may be able to
.tenmnate our franchlses without provndmg advance nouce an opportumty to cure, or a showing of good cause.
~ Without ‘the protection of § state dedler laws, it n‘my also be more difficult for our dealersh:ps to renew Ihelr franchise

- agreemems upon cxplrauon ] umdlctlonq oul31de Lhc Umted States general]y do not have these laws and, as a result,
operate w1thoul these pro(ectlons .
. Our dealerships are subject to env:mnmental regulatmns that may result i in claims and lwb:lmes whtch
could be material.

- N . ’ -
. . . -

"We are SUb_]E:C[ to a wide range of environmental Iaws and rcgulatnons mcludmg those governing discharges
into the air and walter, the operation and removal of storage tanks and the use, storage and disposal of hazardous
substances. Our dealerships and service, parts and body-shop operations in particular use, store and contract for

" recycling or disposal of hazardous. materials. Any non-compliancé with these regulations could result in significant -
fines and penalties which could adversely affect our results of operations, financial condition or cash flows. Further,
investigation or remediation may be, necessary.in the event of leaks. or other discharges from current or. former

" underground or aboveground storage lankq ‘ -

In the U.S., we may also have llablllty in connection with-materials that were sent to third-party recycling,
treatment, and/or disposal facilities under federal and state statutes, which i impose liability for investigation and
remediation of contamination without regard to fault or the legality of the conduct that contributed to the
contamination. Similar to many of our competitors,” we have-incuifed and will continue to incur, capltal and
operating . expendltures and other costs in complying with such liws and regulatlom .

Soil ‘and groundwater contamination is known to exist at some ‘0f our current or former properties. In
connection ‘with our acquisitions, it is possible that:we will assume or become subject to new or unforeseen
environmental costs or liabilities; some of which may be material. In connection With dispositions of businesses, or
dispositions previously made by companies we acquire. we may retain exposure for environmental, costs and
liabilities, some of which may be material. Environmental laws and regulauom are complex and subject to change.
Compliance with new or more stringent laws or regul.mons stricter interpretations-of éxisting laws or the future
‘discovery of environmental COI‘ldlllOl’]S could require additional expenditures by us which could matenally
adversely affect our results of operauom financial condition or cash flows.’

Our principal stockholders have substantial influence over us and may make decisions with which you
dtsagree

Penske Corporation through various affiliates beneﬁcm]]y owns 39%. of our.outstanding common stock. In
addition, Penske Corporation and its affiliates have entered into a stockholders agreement with our second largest
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stockholder, Mitsui & Co., Ltd. and one of its affiliates, pursuant to which they have agreed to vote together as Lo the
election of our directors. Collectively, these two groups beneficially own 56% of our outstanding stock. As a result,
these persons have the ability to control the composition of our board of directors and therefore they may be able to
control the direction of our affairs and busme%‘;

This concentration of ownership, as well as various provisions contained in our agreements with manufac-
turers, our certificate of incorporation and bylaws and the Delaware General Corporation Law, could have the affect
of discouraging, delaying or preventing a change in control of us or unsolicited acquisition proposals. These
provisions include the stock ownership limits imposed by various manufacturers and our ability to issue “blank

“check” preferred stock and the “interested stockholder” provisions of Section 203 of the Delaware General
Corporation Law.

Some of our directors and officers may have conflicts of interest with respect to certain related party
transactions and other business interests.

Some of our executive officers also hold executive positions at other éomp'zlnies affiliated with our largest
- stockholder. Roger 5. Penske, our Chairman and Chief Executlve Officer, is also Chairman and Chief Executivé
Officer of Penske Corporatlon a dwermf‘ed [ransportallon services company. Robert H. Kurnick, Jr., our Vice
Chairman and a director;" is also- President of Penske Corporauon and Paul F. Wa]terq our Executive Vice
.Pre51dent —Human Reeources and Hiroshi’ Ishikawa, our Executive Vice Premdent—lmemanonal Business
Developmem serve in similar capacities for Penske Corporation. Much of the compensatlon of these officers is paid
by Penske Corporation and not by us, and while these officers have historically devoted a substantial amount of their
time to our matters, these officers are not requ1red to spend any specific amount of time on our matters. In addition,
one of our directors, Richard J. Peters and our President, Roger Penske, Ir., each serves as a director’ of Penske
Corporation. In addition, Penske Corporation owns Penske Automotive Group, a privately held automotive
dealership company with operdllonﬁ in southern California. Finally, we are a tenant under a number of non-
cancelable leases with Automotive Group Realty, LLC (AGR), a wholly owned subsidiary of Penske Corporation,
and have sold substantial amounts of-real property and improvements to AGR. which we have then leased. Due to
their relationships with these related entities, Messrs. Ishikawa, Kurnick, Penske, Penske, Jr., Peters and Walters
may have a conflict of interést in making any decision related to transactions between their related entities and us, or
 with respect to allocations of corporate opportunities. :

Cur aperanons outside the United States subject us to foreign currency translanon risk and exposure to
changes in exchange rates.

In recent years, between 25% and 35% of our revenues have been generated outside the U.S., predominately in
the United ngdom Asa ret;ull we are exposed to the risks involved in foreign operatlonq mcludmg

* changes in mtemallonal tax laws and treaties, including increases of w1thholdmg and other taxes on
““remittances and other payments by subsidiaries;

= currency and exchange r.isi<s:

. tariffs, trade barriers, and Vresl_riclions on lhc transfer of funds between nations;
+ changes in international governmental regulations;

* the inﬁbact of local economic and political ConditibnS'

» the impact of European Commission regulatlon and the re]allonbhlp between the United Kingdom and
continental Europe; and

* increased competition and the impact from limited franchise protection in the United Kingdom.

If our operations outside the U.S. fail to perform as expected, we will be adversely impacted. [n addition, our
results of operations and financial position are reported in local currency and are then translated into U.S. dollars at
the applicable foreign currency exchange rate for inclusion in our consolidated financial statements. As exchange
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rates fluctuate, particuldr]y-Between-the U.S. and U.K., the translation effect of such fluctuations may have a
material effect on our results of operations or financial position as reported in U.S. dollars.

Item 1B. " Unresolved Staff Comments

. Not.Applicable.

Item 2. Properties

We seek to structure our operations so as to minimize our ownership of real property. As a result, we lease or
sublease substantially all of our dealerships and other facilities. These leases are generally for a period of betwéen
five and 20 years, and are typically structured to include renewal options for an additional five to ten years at our
election.- We lease office space in Bloomfield Hills, Mlchlgan Secaucus, New Jersey, Leicester, England and
Stutigart, Germany for our administrative headquarters and other, corpor..ite related activities. We believe that our
fﬂC!ll[lCS are sufficient for our needs and are in good repair.

_[terp 3. Legal Proceedings

We are involved in litigation which mayinvolve issues with customers, employment related matters, class
“action claims, purported-class action claims and claims broughl by governmental authorities. We-are not a party to
any legal proceedmgs including class action: lawsuns to which-we are a party-that, individually or in the aggregate,
are reaﬂondbly expected to have a material adverse effect on our results of operations, financial condition or cash:
flows. However, the results of these matters cannot be predlcted with certainty, and an unfavorable resolution of one
or more of these matters could have a material adverse effect on our results of operations, fi inancial condition or cash
flows. -, '

Htem 4. Submission of Matters to a Vote of Secunty Halders

No matter .was submmed to a vote.of our qecumyA holderq during the’ founh quarter.of the year ended
December 3I 2006. -

-PART II-’

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchase of
Equity Securities

" Our common stock i is traded on the New York Stock Exchange under the symbol “UAG”. As of February 19,
2007, there were 281 holders of record of our common qtock

The fo]lowmg table shows the high and low per share sales prices of our commeon stock as :repoi‘ted on the New
York Stock Exchange Compos:te Tape for each qumer of 2006 and 2005, as well as the per share dividends paid in
each quarter. -

High Low Dividend

2005:
First QUAMET « o\ oo et ORI $1461  $13.54  $0.055
Second QUAMET - .. ..o\ttt 1626 1287 0055
‘Third Quarter. .......... U . 18.17 1465  0.055
' :Founh Quarter .. ... ... ... .. PRI . “... 1975 1536 0.06
2006 ' ‘ ‘
PSSt QUATET L. L., $2261 $18.63 T S 0.06
Second Quarter . ......... e 2233 19.77 0.07
Third Quarter. . ... ... .. e e 23.90 19.73 0.07
-Fourth Quarter . . .. ... T 24.46 22.27 0.07




Dividends. Future quarterly or other cash dividends will depend upon our earnings, capital requirements,
financial condition, restrictions in any existing indebtedness and other factors considered relevant by the Board of
Directors. Qur U.S. credit agreement and the indentures goveming our outstanding notes each contain certain
limitations on our ability to pay dividends.. See Item 7. “Management’s Discussion and Analysis of Financial
Conditicn and Results of Operations — Liquidity and Capital Resources.” We are a holding company whose assets
consist primarily of the direct or indirect ownership of the capital stock of our operating subsidiaries. Consequently,
our ability to pay dividends is dependent upon the earnings of our subsidiaries and their ability to distribute earnings
and other advances and payments to us. [n addition, pursuant to the automobile franchise agreements to which our
dealerships are subject, all dealerships are required to maintain a certain amount of working capital or net worth,
which could limit our subsidiaries’ ability to pay us dividends.

SHARE INVESTMENT PERFORMANCE

The following graph compares the cumulative total stockholder returns on our common stock based on an
investment of $100 on December 31, 2001 and the close of the market on December 31 of each year thereafter
against (i) the Standard & Poor’s Index and (ii) an industry/peer group consisting of Asbury Automotive Group,
Inc.. AutoNation, Inc., Group | Automotive, Inc., Lithia Motors Inc ‘and Sonic Automotive Inc: The graph also
assumes the reinvestment of all dividends.
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Item 6. Selected Finqncial Data

The following table sets forth our selected historical consolidated financial and other data as of and for each of
the five years in the period ended December 31, 2006, which has been derived from our audited consolidated
financial statemnents. During the periods. presented, we made a number of acquisitions, each of which has been
accounted for using the purchase method of accounting. Accordingly, our financial statements include the results of
operations of acquired dealerships from the date of acquisition. As a result of the acquisitions, our period to period
results of operations vary depending on the dates of the acquisitions. Accordingly, this selected financial data is not
necessarily indicative of our future results. During the periods presented, we also sold certain dealerships which
have been treated as discontinued operations in accordance with Statement of Financial Accounting Standard$
(“SFAS”) No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. You should read this selected
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consalidated financial data in conjunction with our audited consolidated financial statements and related footnotes
inciuded elsewhere in this report.
.
As of and for the Years Ended December 31,
2006 2005(1) 2004(2) 2003(3) 2002(4)
(In millions, except per share data}

Corl.solidat_ed Statement of Income Data: .
Total revenues. . ........ i vnnn. e $11.2423 -$9.66i.4 3$8388.0 $6935.8. $5.524.1

Grossprofit. .. ................ e $1,7045. - $1,473.5 51,2553 51,0226 § 8214

Income from continuing operations before . o _

- cumulative effect.of accounting change . ... .. $§ 1306 % 11901 §$ 1090 § 734 % 472
CNetincome. ...l e $ 1247 $ 1190 § 1117 $ 829 § 622

Diluted earmngs per share from continuing

OPETAlIONS o oo vt ottt et $ 139 3% 127 % 120 3 08 § 057

Diluted earnings pershare. . ................ $ 132 % .127 $ 122 % 100 % 076

Shares used in computing diluted share data. . . .. 942 '93.9 91.2 82.9 823

Balance Sheet Data o S ' '

Total assets . . .ot L. $ 44698 $3,5942  $3532.8  $3,1442  $2,690.3

Floor plan notes payable . .. .............. L. § 11723 $1,1033  $1.0318 $ 8826 § 6521

Total debt (excludmg fleor plan notes payable) .. $ 1,182.1- § 5802 § 5863 § 6516 '3 665.6

Total stockholders’ equity .. ... ........... $ 12957  $1,1457  $1,075.0 § 8284 - § 7044

Cash dividends per share- ... ... .. ... $ 027 0§ 023 % 021 $ 005 §$¥ —

(1) Includes $8 2 m1lllon ($5 2 million aﬂer tax) or $0 06 per share, of earmngs atlnbulable t0.the sale of a]l the

remaining variable-profits relaung 1o the poo! of extended service contracts sold at cur dealersh1ps from 200]
- through 2005. :

(2) Includes an $ll 5 million ($7. 2 miltion .after tax), or $0 08 per share, gain. resultmg from the sale of ana
1nveslmem and an $8.4 million ($5.3 million after tax), or $0.06 per share, gain resulting from a refund of UK.
consumption taxes These gams were offqet in part by non-cash charges of $7 8 million ($4.9 million after tax)

- ~or $0.05 per share; prmapally in connecuon w:th the planned reloeauon of c_:erlam U K franch1ses as pdl’l of our )

, ongoing facility enhancement program.

N ‘.";

- (3)-Includes a $5.1 mll]:on charge {33.1 million after tax) or $0 04 -per chare from the cumulauve effect of an

¢+ accounting change relating ‘to_the adoption of Emerging Issues Ta‘;k Force (“ElTF“) Issue” No. 02-16,
Accoummg by a Customer (lncludmg a Reseller) for Cash Conslderanon Rece:ved from,a Vendor

(4) Includes a $22.8 mll]lOl"l charge ($ 13.6 mllllon after tax); or. $O 17 per share; Wthh includes the esumated cash
-costs-to be paid relaung ‘o employmcm contracts’ of cértain ‘employees terminated - in connection'with’ the
streamlining of our dealership opérations in the western region of the' U.S"and the cost of a. non- compete
agreement with a former member of management that we determined no longer had a continuing-economic -
beneFl

P . ' . ¢

4] .
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Item.7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This Management's Discussion and Analysis of Financial Condition and Results of Operations contains
forward-looking statements that involve risks and uncertainties. Our actual results may differ materially from those
discussed in the forward-looking statements as a result of various factors, including those discussed in “ltem TA. —
Risk Factors.” We have acquired a number of dealerships each year since our inception. Our fi inancial statements
include the results of operations of acquired dealerships from the date of acquisition. This Management's
Discussion and Analvsis of Financial Condition and Results of Operations has been updated for-entities that
have been treated as discontinued operations through December 31, 2006 in accordance with Statement of
Financial Accounting Standards (“SFAS") No. 144, Accounting for the Impairment or Disposal of Long-Lived
Assets, and to reflect our June 1, 2006 two-for-one split of our voting common stock in the form of a stock dividend.

Overview

We are the second largest automotive retailer in the United States as measured by total revenues. As of
December 31, 2006, we owned and operated 167 franchises in the United States and 145 franchises outside of the
U.S., primarily in the United Kingdom. We offer a full range of vehicle brands. In addition to selling new and used
vehicles, we generate higher-margin revenue at each of our dealerships through maintenance and repair services and
the placement of higher-margin products, such as third-party finance and insurance products. third-party extended
service contracts and replacement and aftermarket automotive products.

On June 1, 2006 we effected a two-for-one split of our voting common stock in the form of a stock dividend.
Shareholders of record as of May 11, 2006 received one additional share for each share owned. .

" ¥New and used vehicle revenues include sales to retail customers and to leasing companies providing consumer
aulomoblle leasing. We generate finance and insurance revenues from third-party extended service contracts, other
third-party insurance policies, finance and lease contracts and certain other products. Service and parts revenues
include fees-paid for repair, maintenance and collision services, the sale of replacement parts and the sale of
aftermarket accessories.

We and_ Sirius Satellite Radio Inc. (“Sirius™) have agreed 1o Jomtly promote Sirius Satellite Radio service.
Pursuant to lhe terms of our arrangement with Sirius, our dealerships in the U.S. endeavor to order a significant
percentage of chg:ble veh1c]es with a factory installed Sirius radio. We and Smus have also agrccd to jointly market -
the Sirius service under a best efforts arrangement through January 4, 2009. "Our costs relating to such marketmg
initiatives are expemed as incurred. As compensation for our efforts, we received warrants (0 purchase ten million
shares of Sirius common stock at $2.392 per share in 2004. that are being earned ratably on an annual basis through. -
Tanuary 2009. We earned warrants to purchaqe two million shares in each of 2004, 2005 and 2006.:We exercised the
warrants and sold the undérlying stock wé réceived in connection with the? ‘vesting of shires in-2004 and 2005. We
measure the fair value of the warrants we earn ‘ratably on the date they are earned as there are no significant
disincentives for non-performance. Since we can reasonably estimate the number of warrants being earned pursvant
to the ratable schedule, the estimated fair value (based-on current fair value) of these warrants is bemg recognized
ratably durmg each annual period. - :

We also have received.the right to eamn additional warrants to purchase Sirius common stock at $2 392 per
Share based upon the sale of certain .units of specified vehicle brands through December 31, 2007. We earned
warrants for 1,269,700 shares in 2006 and 522,400 shares in 2005. We exercised the warrants and sold the
underlying stock we earned in 2005. Since we cannot reasonably estimate thé number of warrants that will be earned .

~ subject to the sale of units, the fair value of these warrants is being recognized when they are eamed

The value of Sirius stock has been and is expected to be subject to significant fluctuations, Wthh may result it
variability in the amount we earn under this arrangement. The warrants may be cancelled upon the termination of
our arrangement in January 2009 and we may not be able to achieve the performance targets outlined in the
warrants.

Our gross profit tends to vary with the mix of revenues we derive from the sale of new vehicles, used vehicles,
finance and insurance products, and service and parts transactions. Our gross profit generally varies across product
lines, with vehicle sales usually resulting in lower gross profit margins and our other revenues resulting in higher -
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gross profit margins. Factors such as seasonality, weather, cyclicality and manufacturers’ advertising and incentives
may impact the mix of our revenues, and 'therefore inﬂuence our gross profil margin. .

Our selling expenses consist of advemqmg and compensation for sales personnel including commissions and
related bonuses. General and administrative expenses include compensation for administration, finance, legal and
general management personnel, rent, insurance, utilities and other outside services. A significant portion of our
selling expenses are variable, and we believe a significant portion of our general and administrative expenses are
subject to our control, allowing us to adjust them over time to reflect economic trends.

Floor plan interest expense relates to obligations incurred in connection with the acquisition’6f new and used
vehicle inventories. Other interest expense consists of interest charges on all of our interest-bearing debt, other than
the interest relatmg to floor plan financing.

The future success of our business will likely be dependent on; among other things, our ability to consummate
and integrate acquisitions, our ability to increase sales of higher-margin products and services, especially service
and parts transactions, and our ability to realize returns on our s:gmﬁcam capital investment in new and upgraded
dealerships. See “Item |A. — Risk Factors.” SR

-

Critical Accounting Policies and Estimates

EERT Y

The prepardtlon of financial statements in accordance with accounung principles g,enerally accep[ed in the
United States of America requnreq the-application of accounting policies that often involve making estimates and
employing judgments..Such judgments influence the assets, liabilities, revenues ‘and expenses recognized -in our
financial statements. Managemenl on an ongoing basis, reviews these estimates and assumptions. Management
may determine that modifications in assumptions and esnmateq are required Wthh may result in a material change

-in our results of operations or financial position.. " e ’ '

.

The following are the accounting pO]iClBS applled in the preparunon of “oiur. ﬁnancnal Statements that
managemem beheves are most dependem upon the use of eqnmales “dnd d%umptlons '

Revenue Recognition . : -

: \:_'Vehicle Parts and Service Sa[es' ‘ o P—

We record revenue when vehlcles are dehvered and title has passed to lhe cusmmer when vehlcle service or
rep:.ur work is performed and when pdrts are del1vered 1o our customerq Sales promotions that we offer to customers
are accoumed for as a reduction of sales at the time of sale. Rebates and other-incentives offered directly to us by
manufacturers are recognized as earned.

Finance and Insurance Sales

Subsequent to the sale of the vehicle 1o a customer we sell our credit contracts to various financial institutions
on_anon- recourqe basis to mmgate the risk of default. We i recelve a commission from the lender equal to either the
difference between the i m(erest rates charged to customers and the interest rates set by the financing institution or a
flat fee. We also receive commmsnons for facilitating the sale of various third-party msurance product% 10 customers,
mc]udmg credit and life insurance policies and extended service contracts. These commlqelons are recorded as
revenise al the time the customer enters into the comract In the case of fin inance contracts, a customer may prépay or
fail to pay their contract, lhereby termmatmg the contract. Customers. ‘may also terminate extended Service coritracts
and other insurance products which are fully paid” at purchase; and become eligible for refunds of unused
premiums. In these circumstances, a portion of the commissions we received may be chdrged back to s based on
the terms of the contracts. The revenue we récord relating 1o these transactions is net of an estimate of the amount of
chargebacks we will be required to pay. Our estimate is based upon our historical experience with similar contracts,
including the impact of refinance and default_rates on relall finance contractq and cancellation rates on exlended
service contracts and other insurance products, - - Lo . - :
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Sales Tax

*  We exclude sales tax collected from customers and paid to taxing authorities from revenues.

Ihtangible Assets - v

“Our principal intangible assets relate to our franchise agreements with vehicle manufacturers, which represent
the estimated value of franchises acquired in business combinations, and ‘goodwill, which represents the excess of
cost over the fair value of tangible and identified intangible assets acquired in connection with business combi-
nations. We believe the franchise value of our dealerships has an indefinite useful life based on the following facts:

+ Automotive retailing is a mature industry and is based on frzmchne agreements wnh the vehicle
manufacturers; ‘ : :

» There are no known.changes or events that would alter the automotive retailing franchise environment;
.+ Certain franchise ‘agreement terms are indefinite;
+ Franchise agreements that have limited terms have historically been renewed without substantial cost; and

* Our history shows that manufacturers have not terminated our franchise agreements.

Impairment Testing
! .o

Franchise value impairment is assessed at-least annually through a comparison of the carrying amounts of our
franchises with their estimated fair values. An indicator of impairment exists if the carrying value of a franchise
exceeds its estimated fair value and an impairment loss may be recognized equal to that excess. We also evaluate our
franchises in connection with the annual impéirmqnt ‘testing to determine whether events and circumstances

continue 1o qupport our assessment that the franchise has an indefinite life. : o

Goodwﬂl impairment is assessed at least annuatly at the reporting unit level. An indicator of impairment exists
if the carrying amount of the reporting unit mcludmg goodwill is delermmed to exceed its estimated fair value. If an
indication of impairment exists, the impairment-is measured by comparing the implied fair value of the reporting

-unit goodwill with the carrying amoum of that goodwill and an 1mpa1rmcm loss may be recogmzed equal to that
excess. .

The fair values of franchise value and goodwill are determined using a discounted cash ﬂow approach, which
includes assumptions that include revenue and proﬁmb:hty growth, franchise profit margins, residual values and our
cost of capital. If future events and circumstances cause significant changes in the assumptions underlying our
analysis which results in a reduction of our estimates of-fair value, we may incur an impairment charge.

Investments

Investments include marketable securities and investments in businesses accounted -for under the equity
method and the cost method. Marketable securities include investments in debt and equity securities. Marketable
securities held by us are typically classified as available for sale and are stated at fair value on cur balance sheet with
unrealized gains and losses included in other comprehensive income (loss) a separate component of stockholders’
equity. Declines in investment values that are deemed to 'be other than lemporary would be ‘an indicator of
-impairment and may result in an 1mpd1rment charge reducmg the investments’ carrying value to fair value. A
majority- of our 1nvestments are in joint venture relationships that are more fully described in “Joint Venture
Relationships™ below. Such joint venture relationships are accounted for under the equity method, pursuanl to wh1ch
we record our proportlondte shdre of the Joint venture’s mcome each penod

Self-Insurance :

We retain risk relating to certain of our general liability insurance, workers’ compensation insurance, auto
physical damage insurance, property insurance and employee medical benefits in the United States. As a result, we
are likely to be responsible for a majority of the claims and losses incurred-under these programs:The amount of risk
we retain varies by program, and, for certain exposures, we-have pre-determined maximum exposure limits for
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certain individual claims and/or insurance periods. Losses, if any, above the pre-determined exposure limits are paid
by third-party insurance carriers. Qur estimate of future losses is prepared by management using our historical loss
expertence and industry-based development factors.

Income Taxes

Tax regulations may require items 1o be included in our tax return at different times than such items are
reflected in our financial statements. Some of these differences'are permanent, such as expenseq that are not
deductible on our tax feturn, and some are timing dlffercm.es such as the timing of depreciation expensc Timing
dlfferences create deferred tax assets and llabllmes Deferred tax assets generally represent items that can be used as
atax deduction or credit in our tax return i future years which we have aiready recorded in our financial statements.
Deferred tax liabilities genérally represent deductions taken on our tax return that have not yel been reeogmzed as
an expense in our financial statements. We establish valuation allowances for our deferred tax assets if it is more
likely than not that the amount of expected future taxab]e income will not be sufficient to allow the use of the
deductlon or credit. _ — : :

P P - 'l,-"!

Classnf' cation of Franchlses in Cnntmumg and Dlscontmued Operatmns T

v -

We classnfy the resulls from operauons of our conunumg and dlsconunued opcrauons in, our consohdated
financial statements based on the provmons of SFAS No. 144. Many of these provisions involve judgment in
determining whether a franchise will be reported as continuing or discontinued operations. Such judgments include
whether a franchise will be sold or terminated, the period required to complete the disposition, and the likelihood of
changes to a plan for sale: If in future periods we determine that a franchise should be either reclassified from

" continuing operations to discontinued operations or from discontinued operations to continuing operations, our
consolldated statements of income for prior periods may be reclassified in order to reflect such reclassification.

New Accounting Pronouncements

FASB Interpretation (“FIN™) No. 48, “Accounting for Uncertainty in Income Taxes,” prescribes a recognition _
threshold and measurementattribute for the financial statement recognition and measurement of tax positions taken
or expected to be taken in tax returns, The benefits of tax positions are recognized if it is more likely than not that the -
position will be sustained upon examination by the taxing authorities, who it is presumed have full knowledge of all”
relevant information. The amount recognized will be the largest amount of benefit that is greatcr than fifty percent
likely of being reatized upon ultimate settlement. Companies will generally record the change i in net assets that
result from the application of FIN No. 48 as an adjustment 1o retained earnings. FIN No. 48 became effective for us
on January 1, 2007. We estimaié that the adoption of FIN No. 48 w1l| decrease retained eammgs as of Jﬂnuary l
2007 by between $3.0 million and $7.0 miillion.

SFAS No. 157, “Fair Value Measurements™ defines fair value, establishes a framework for measuring fair
value in generally accepted accounting principles, and expands disclosure requirements relating to fair value
measurements, SFAS No. 157 will be effecnve for us on Janualy 1, 2008. We are currently evaluating the 1mpact of
this pronouncemem : .

SFAS No. I59 “The Falr Value Option for, Flnancml Assets and- Fmanctal Llabllmes permm entities 1o
choose to measure many financial instruments and certain other items at fair value and consequently report
unrealized gains and losses on such items in earnings. SFAS No. 159 wnl} be effective forus on Jdnuary 1,2008. We
are currently evaluating the impact of this pronocuncement.

Results of Operations .

The following tables present comparative financial data relating to our operating performance in the aggregate
and on a “‘same store” basis. Dealership results are included in same store comparisons when wé have consolidated
the acquired entity during the entirety of both periods being compared. As an example, if a dealership was acquired
on January 15, 2005, the results of the acquired entity would be-included in annual same store comparisons
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beginning with the year ended December 31, 2007 and in quarterly same store compansom begmnmg with the
quarter ended June 30, 2006. - -

2006 compared to 2005 and 2005 compafed to 2004 (in millions; except unit and per unit amounts)

Our results for the year ended December 31, 2005 mc]ude $8.2 million ($5.2 million after-tax), or $0.06 per
share, of earnings attributable to the sale of all the remaining variable profits relating to the pool of extended service
contracts sold atour dealerships -from 2001 through 2005. In addition, 2004 results include an $11.5 million
($7.2 million after tax), or $0.08 per share, gain resulting froin the sale.of an investment and an $8.4 million
(353 million after tax), or $0.06 per 5hare gain resulting from a refund of UK. consumpuon taxes. These gains
were offsel in part by non-cash charges of $7. 8, million {$4.9 ]’nl”lOI‘l after tax), or $0.05 per share, principally in
connection with the planned relocation of certain U.K. franchises.as part_ of our. ongomg facility enhancement
program.

LT o 2006 vs, 2005 - 2005 vs. 2004

Total Retail Data ’ — 2006 2005 - Change % Change 2005~ 2004 Change % Change

- Total retail unit sales . ... B 272093. 243,304 28789  11.8%  243.304. 219253 . 24051 . 11.0%
" Total saimie store retail unit sulcs ............ 3 238,854 2_35:920 Y2934 % 12% 1213780 2087797 5001 .. - 24%
.. Total retail sales revenue ... ... ... Vil 8103178 $89002 14176 -159% $8.9002 $77637 $1I365  146%
'i'olal'Same store retail sales reverive . . ... ... $ 9.067.2° § 8. 6920 $ 375 2 T43%  $7.786.6 $7.360.1 § 426.5 5.8%
Total retail gross profit. . . ... ... .. o $ 17007 $1.473.1 $ 2276 15.5% $1.473.1 % 1.2540 $ 219.1 17.5%
Tola] same store retail gross.profit . .. ... .. S 15040 514402 $ 638 44% $12948 $1,1842 $ 1106~ 93%
Tokal retail gross margin. ... o0 000 165%  166% (0.1)% (0.6)% 16.6%  16.2% 04% 2.5%

Total same store retail gross margin . . . ... ... 166% « 166% - 00%  0.0% 16.6% . 16.1% 0.5%  3.1%

“Units N .

Retail data includes retail new vehicle, retail used. vehicle, finance and insurance and service and parts

" transactions. .Retail unit sales of vehicles increased by 28,789, or 11.8%, from 2005 to 2006 and increased by
24,051, or 11.0%, from 2004 to 2005. The increase from 2005 to 2006 is due-to a 25,855 unit increase from net
dealership acquisitions during the year, coupled with a 2,934, or.1.2%, increase in same store retail unit sales. The
increase from 2004 to 2005 is due to a 19,050 unit increase from net dea]crsh:p acquisitions during the year, coupled
~with a 5,001, or 2:4%, increase in same store retail unit sales. The same store increase from 2005 to 2006 was driven
by increases in our premium and volume foreign brands in the U.S., offset somewhat by decreases in domestic
brands in the U'S. and decreases in premium and volume foreign brands in the U.K. We believe the decreases in the
-U.K. are due in part to a general slowdown in vehicle sales in 2006, caused in part by rising interest rates. The same
store increase from 2004 1o 2005 was driven by an increase in our premium brands in the UK. and an increase in our

. volume foreign- brands in the U. S., offset somewhat by a decrease in volume foreign brands in the U.K. and
_decreases in domestic brands in the U.S. and U.K.

Reventies : .

Retail sales revenue increased $1.4 billion, or 15.9%, from 2005 to 2006 and increased $1.1 billion, or. 14.6%,
from 2004 to 2005. The increase from 2005 to 2006 is due to a $375.2 million, or 4.3%. increase in same store °
" revenues, coupled with a $1.0 billion increase from net dealership acquisitions during the year. The samé store’
revenue increase is due to: (1) a 3741, or 2.2%, increase in average new ‘VC]‘IICIC revenue per unit, which increased
revenue by $121.0 million, (2) a $1.350, or 5.0%, increase in average used vehicle revenue per unit, which increased
revenue by $98.1 million, (3) a $70.6 million, or 6.9%, increase in servicé and parts revenues, and (4) the 1.2%
- increase in retail unit sales, which increased reveniue by $86.4 million, offset by a $4, or 0.4%, decrease in average
finance and insurance revenue per unit, which decreased revenue by $0.9 million. The increase from 2004 to 2005 is
due 1o a $426.5 million, or 5.8%, increase in same store revenues coupled with a $710.0 million increase from net
dealership acquisitions during.the year. The same store revenue increase is due to: (1) an $848, or 2.6%, increase in
" average new vehicle revenue per unit, which increased revenue by $121.6 million, (2) a $919, or 3.5% increase in
average used vehicle revenue per unit. which increased revenue by $60.1 million, (3) a $66, or 7.1%; increase in
~ average finance and insurance revenue per unit, which increased revenue by $13.8 million. (4) a $63.5 million, or
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7.6%, increase in service and parts revenues, and (5) the 2 4% increase in-retail umt sales, which increased revenue
- by $167.5 mllhon e

Gross Profr C e . e .o

Retail gross profit increased $227.6 million, or 15 5%, from 2005 to 2006 and increased $219.1 miltion, or ~

17.5%, from 2004 to 2005. The i increase from 2005 to 2006 is due to 2 $63.8 m1]]|on or 4.4%, increase in same store
gross profit, coupled with a $163.8 million increase from net dealershlp acqulsmons during the year. The same store
_gross, proﬁt increase is'dué to: (1) a $21, or 0.7%, increase in average gioss profit per new vehicie retailed, which
mcreased gross profit by $3.4 million; (2) a $70, or 2.9%, increase in average gross profi per used vehicle retailed,
.which mcreased .gross profit by $5.1 million, (3) a $46.2 million, or 8.3% increase in service and parts gross profit,

7 and (4) the 1.2% increase in retail unit sales, which increased gross ‘profit by $10.0 million, offset by the $4, or 0.4%,

o

-
El

decrease’in average ﬁnance and i msurance revenue per um[ which decreased gross profit.by' $0.9 million. The

" increase in-retail gross profit from 2004 to 2005 is due-to'a $110. 6 million, or 9.3%, increase in same store gross.
profit; coupled with a $108.5 million increase from’ net dedlershlp acqmslnons during the year The same store gross”
‘profit increase ‘is due to: (1).a $138, or 5.0%; 1ncrease in .average gross profit- per new vehlc]e retailed: -whigh
increased gross proﬁt by $19.8 million, (2) a $l98 or 9:0%, increase. in average grossprofit per used vehlele-

retaited, which increased gross profit by $12.9 lTlllllO[] (3a $66 or 7.19%; increase in average finance and i 1nsurance

- revenue per unit, which increased gross profit, by $]3 8 million, (4) a $44.8 million, or 9.9%, increase in service and.

parts gross proﬁt and (5) the 2.4%, mcrease in: retall unit eales whrch mcreased gross proﬁ[ by $19 3 mllhon

i

S N T ., 2006 vs. 2005 - 2005 vs. 2004 -,
'NEW Vehicle Dgta B o ] » 2006 2005 Change .%_Chnnge 2005 2004 Change % Change
New retail unitsales. . ... .7... ... ....... 183370 167,956 15,414 s 92% 167,956 150,258 17.698  11.8%
Same store new retail unit sales. . . ... ... ... 163253 " 163233 20 00% 147898 143416 4482  31%
New retail sales revenue . ... ... .. PP $6.275.9 $5.601.2 $ 6747 - _12.0% $5601.2 $4.879.1 $ 722.1 14.8%
Same store new retail sales revemue . ... ....... $55042 % 5.472.6_,$‘]~2] 6 22% $49046 $4.6343 § 2703 5.8%
New retail sales revenue peromit. . .. ....... .. $ 34,225 $ 33,349 § 876 .2.6% $ 33349 § 32,471‘ $ 878 2.7%
" Same store new retail sales revenue perumit . . ... $ 34.2_6;." $ 33,526 % 741 . 22% % 33,162 $ 32314 § 848, 2.6%
Gross profit —new. . . . . SN e $ 5488 $.4943 § 545 0% $ 4943 $ 4243°$ 70.0 L 165%
Same store gross profit —new . .. ..., ... ..., $ 4876 § .48=4‘.1 § 35, 07% § 4289 § 3961 § 328 8.3%
Average gfoss profit per new vehicle retailed . . ... § 2993 $ 2943 § 50  17% $ 2943 § 2824 $- 119 - 42%
Same etore average gross profit per new vehicle : R . to
retailed .. ..o $ 2987 § 2966 §  2I 07% .$ 2900 $ 2762 $ 138. 50%
‘Grossmargin % —new . . ... 87% °  88% - (0 1% (1.1)% 8.8% 8.7% 0.1% 1.1%
Same store gross margin % —new .. ... ... ... 8.7% 8.8% (0 % (1.1)Y% 8.7% B8.5% 0.2% 24%
" Units o ' . _ Lo

.Retail -unit sales of new.vehicles increased -15,414~units, or: 9.2%., from 2005 to<2006, and increased
17,698 units, or 11.8%, from-2004 to 2005.-The increase from 2005 to 2006 is-dueto-a 15,394 unit increase
from net dealership acqulsmons dunng the year as same store unit sales were flat. The increase from 2004 to 2005 is
due to a 4,482 unit, or 3.1%, increase in-same store retail unit sales, coupled with a 13,216 unit increase from net
dealership acquisitions during the year. This was'a result of increases in premium and volume foreign brands in the
U.S., offset by a decrease in our domestic brands in the ‘U.S. and in premium brands in the U.K. We believe the
decreases in the U.K. are due in part to a general slowdown in vehicle sales in 2006, caused in part by.rising interest
rates: The same store increase from 2004 to 2005 was driven by increases inour premium brands in the U.S. and the
U.K”and an 1ncrea~:e in our volume forelgn brands in the U.S., offset somewhat by a decrease in volume foreign
brands in the U K and decreases in dornesnc brands iri Ihe U.S. and U K. :

N . 1

Revenuer ' ‘
i ) .
New. vehicle.retail sales.revenue increased $674.7 million, or-12. ()%, from, 2005 to 2006 and mcreased
$722.1 million, or 14.8%, from 2004,10-2005: The increase from 2005 to 2006 is due to a $121:6 million, or 2.2%,

increase in same store revenues, coupled with a $553.1 million increase from net dealership acqummons during the
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year. The same store revenue increase is due primarily to a $741, or 2.2%, increase in comparative average selling
price per unit. The increase from 2004 to 2005 is due to a $270.3 million, or 5.8%, increase in same store revenues,
coupled with a $451.8 million increase from net dealership acquisitions during the year, The same store revenue
increase is due to the 3.1% increase in retail unit sales, which increased revenue by $148.7 million, coupled with an
$848, or 2.6%, increase in comparative average selling price per unit, which increased revenue by $121.6 million.
BRa

Gmss me r

Retaal £ross proﬁt from new veh1cle Sales mcreased $54 5 million, or 11.0%, from 2005 to- 2006 and increased
$70.0 million, or 16.5%, from 2004 to 2005. The increase from 2005 to 2006 is due to a $3.5 millicn, or 0:7%,
increase in same store gross profit, coupled with a $51.0 million increase from net dealership acquisitions duiring the
year. The same store retail gross profit increase,is due pnman]y to a-$21, or 0.7%; increase in average gross profit
per new vehicle retailed. The increase in retail gross profit from 2004 to 2005 is due to-a'$32.8 million, or 8.3%,
increase in same store gross profit, coupled with-a'$37.2 million increase from net dealership acquisitions during the

" year. The same store retail gross profit-i mcrease is'due to the 3.1% increase in.new retail unit sales, which increased
gross profit by B13: 0 million, coupled with a $138,0or 5 0%, increase m average gross profit per new vehicle retailed,
-which increased gross prot"t by $19.8 million. © .. - :

- . - ‘ iﬂﬂﬁ.vs. 005 5 - s - 2005 vs. 2004
Ueed Vehicle Data ‘ S OT006 0 2008 Change <% Chingé - 2005 ©_2004° . Change ' % Change
Used retail unit sales . -. .. ........ CUssT23 75348 U337 178% 75348 T68995 6353 0.2%

" Same store used retail unit sales. . . . . L. 756010 72,687 2914 4.0% 65,882 65363 519 08%
Used retail salesrevenue ........... $2,54'6.0. $2023.5 %5205 . 25.7%  $2025.5 . $1798.8 82267 T 126%
Same store used retail sales revenue . ... $2,155.0. $1.973.8 . § 1812 "92%  $1.767.5 516935 ' 740 A.4%
Used retail sales revenue per unit . ... ... $28.696 §$ 26882 . $ 1814 _  67% $26882 $26,072 $ 810 3%
Same store used retail sales revenue per - R . . ' .
UL 8 28,505 $27,155  § 1,350 5.0%  $26828 325909 § 919 15%
Gross profit—used. . .. ........... 3 2153 " $ 1799 § 354 197% $ 1799 § 1519 § 280 1 84%
Same store gross profit —used ... .. .. $ 1871 $ 1747 5 124 71% § 1584 5 0442 § 142 9.8%
Average gross profit per used vehicle ) - . o ) .

retailed ..o $ 2427 § 2388 § 39 1.6% $ 2,388 § 2202 % 186 8.4%
Same store average gross profit per used T s ! -

vehicle retailed . .. ... ... ... ... $ 2474 % 2404 ) 3 70 2.9% $ 2404 5 2206 %198 9.0%
Gross margin % — used. . .......... " 8.5% 8.9% 0H% (@E59H% -. 8.9% 8.4% 0.5% =6.0%

Same store gros-s margin % —used . . . : 8.7%. 8.9% O%  22)% 9.0% 8.5% G.5% - 59%
Urits - _ S

Retail unit sales of used _vehicles increased 13,375 units, or 17.8%, from 2005 to 2006 and increased '
6,353 units, or 9.2%, from 2004 to 2005. The increase from 2003 to 2006 is due to a 2,914 unit, or 4.0%, increase in
same store used retail unit sales, coupled with a 10,461 unit'increase from net dealership acquisitions during the
year. The increase from 2004 to 2005 is due to a'519 unit;-or 0.8%, increase in same store-used retail unit sales
coupled with a 5,834 unit inerease from net dealership acquisitions during the year. Same store increases in 2006
versus-2005:and 2005 versus 2004 were driven primarily by increases in our premium brands in the U.S. and UK,
offset somewhat by decrea%es in our domestic brands in the U.S. and U, K

r

Reven ues ,
T

Used vehicle retall sales revenue mcreased $520.5 m11110n or 25.7%, frorn 2005 o 2006 and 1ncrea<‘.ed
$226 7 million, or 12.6%, from 2004 1o 2005 The increase from 2005 to 2006 is due to a $181.2 million, or 9. 2%,
increase in same store revenues, coupled.wuh a $339.3 mitlion increase from net dealership acquisitions during the’
year. The same store revenue increase is due primarily to a $1,350, or 5.0%, increase in comparative average selling
price per vehicle, which increased revenue by $98.1 million, coupled with the 4.0% increase in retail unit sales,
which increased revenue by $83.1 million. The increase from 2004 to 2005 is due to a $74.0 million, or 4.4%,
increase in same store revenues, coupled with a $152.7 million increase from net dealership acquisitions during the
year. The same store revenue increase is due to a $919, or 3.5%, increase in comparative average selling price per
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. unit, which increased revenue by $60.1 mllhon coupled with the 0.8% increase in retall unit sales, which increased
revenue by, $l3 9 million.

- 4 - . =

_Gross Proﬁt .
Retail gross proﬁt from used vehicle sales increased $35.4 million, or 19.7%, from 2005 to 2006 and increased
$28.0 million, or 18.4%, from 2004 to 2005. The increase from 2005,to 2006 is due to a $12.4 million, or 7:1%,
increase in same store gross prof" it, coupled with a $23.0 million i increase from net dealership acquisitions during the
year. The same store gross profit increase from 2005 to 2006 is due to a $70, or 2.9%, increase in average gross profit

* per used vehicle retailed, which increased grossprofit by $5.1 million, coupled with the 4.0% increase in used retail

unit sales, which increased gross profit by $7. 3'million. The increase in gross margin from 2005 to 2006.included
increases in our U.S. and U K. premium brands, offset by decreases in our. U:S. and U.K. domestic brands: The same
store increase in retail gross profit from 2004 to 2005 is due to a $14.2 million, or 9.8%, increase in same store gross
profit, coupled with-a $13.8 million increase from net dealership acquisitions during the year. The same store gross
profit increase is due to a $198; 0r,9.0%, increase in average gross profit per used vehicle retailed, which increased
gross profit by $12.9 million, coupled with the 0.8% increase in used retail unit sales, which increased-gross profit

by $1.3 million. The increase in gross margm from 2004 to 2005 included increases in our U. S and UK. premium

brands, offset somewhat by decreases m our U'S. and UK. domesnc brands

Finance and Insurance Data

e

L Cy _ Wswaws - L WS 20M
Finance and Insurance Data 2006 - 2005 Change % Change 2005 2004  Change % Change
Total retail unit sales. . . . . .. DR 272,093 .243304-  28,789; JL 8% 243,304 219,253 24,051 11.0%
Total same store retail unit sales co.. 238854 .,.2359200 2934 . .1 2% - 213,780 208,779 5,001 2.4%
Fmance and insurance revenue . ... 'S 2496 8 2296 $ 200 .,8.7.% § 2296 § 2005 § 29. 14.5%
Same store finance and insurance oo .
revenue . . ., ... .. .. . $ 2264 $ 2246 § 18 08% § 2121 § 1933 § 188 9.7%
Finance and insurance revenue per ) . R
N T $ 917 3 944 $ 27 29N% 0§ 944§ 915 § 29 3.2%
Same store finance and insurance : T ' : :
orevenue perunmit . ............ $ 948 % 952 § (4 (0.4)% $ 992 § 926 § 66" T1%

-4.‘ +o. ar n
¢ s

Fmance and insurance revenue 1ncredsed $20. 0 mllhon or 8.7%, from 2005 to 2006 and mcreabed $29 1 mil-

S hon or l4 5%, from 2004 to 2005 The mcrease from’ 2005 o 2006 is due o a $l g mrlhon or O 8% mcrease in'

s.ame store revenues, coupled with i an § 8.2 mllhon increase. frorn net dealershlp acqursmons durlng the year. The
same store revenue rnerease is due to thé 1.2% 1 mcrease m retall unit saleb which mcreased revente by $2.7 million,
offset by’ the $4, or 0. 4% <decrease m comparauve average ﬁnance and insurance revenue per unit, which decreased

. revenue by $0.9 mllhon The $4 decrease in comparatlve average ﬁnance and i insurance revenue per unit is due to a

$27° reduction, in average ﬁnance ‘and instirance Tevenue per umt from ~our Sirius Satellite Radio promotron

i arrangement and the $33 per umt 1ncluded in 2005 relatmg to the sa]e of all the remmnmg vanable proﬁts relatmg o

a pool of extended serv1ce contracts sold at the company s dea]erships fromg_OOl through 2005, offset bomewhat by
a $56 per unit’ mcrease in fi nance and-i 1nsurance revenue due pr:manly to. mcreased sales, penetratlon of cenam
producm 1ncludmg in the uU. K.

L i LR nd o

- - T £ L

" The inctease from 2004 to 20051 1s due to'an $ 8.8 m1lhon or 9 7%, lncrease in same store revenues coupled
with a $10.3 million increase from net dealership acquisitions durlng the year. The same store’ revenue increase is
due to a $66, or 7.1%, increase-in comparanve average findance dnd insurance revenue per unit, which 1ncreased
revenue by $13.8 million, coupled with the 2.4% increase in retail unit sales, Wh]Ch mcreased revenue’ by
$5 0 million. Approxrmatelyi$33 of thé-$66 per unit increase in comparat1ve average ﬁnance and insurance revenue
per. unit in 2005 was attributablé. to- the sale of all the remaining variable: profits relatmg +to-the- pool of extended
service. contracts discussed above. R At e

:
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Seruiee and-Parts Data _ . o ; SN

-

T T . 2006 vs. 2005 _ - A 2005 vs. 2004

Service and Parts Data - 2006 2005 Change % Change 2005 .  2004. Change - % Change
Seivice and parts revenue . . . . .. .. ... .. $1.2463  SL043.9 52024 194%, $1,0439 $885.3 $1586 ,  17.9%
Same slore servnce and parts revenue . . ... $1,09t6 - $1,021.0  § 706 6.9% $ 5024 $8389 § 635 . - 7.6%
“Gross profit. . ... ...l .. L . 0§ 6870 5 5693 S1ITT 207%  $ 5693 $4773 920 193%
. Same store gross proﬁt e $ 603.0 5 5568 § 462 83% $ 4954 54506 % 4438 B 9.9%
Gross margm T 55.1% 54.5% 0.6% 1.1% 54.5%  539% 0.6% 1.1%
Same store gross margm e . 55.2% 54.5% 0.7% 1.3% 549% | 53.7% 1.2% 2.2%

Revenues -

Serv:ce and parts | revenue increased $202 4 ml]l]Ol’] or 19.4%, from 2005 to 2006 and increased $ 158.6 million,
or 7. 9%, from 2004 to 2005. The i increasé from 2005 10'2006 is due to 2$70.6 m1]]|on or 6.9%, increase in same
‘store revenues, -coupled with a $131. -8 million increase from- net dealership acquisitions during the year. The
increase from 2004 to 2005 is due‘to a $63.5 million, or-7i6%, increase in same store revenues coupled with a
$95 1 mllllon increase from net dealershlp acquisitions durmg the year. e

sales at our dealershlps in recent years and capacity increases in ouir service and parts operatlons resulting from our
fac1hty lmprovement and expamlon programs.

. Gross Prof t -

Service and- parts gross proﬁt increased $117.7 ‘million, or 20. 7% from 2005 to 2006 and increased
$920 mllllon _or 19.3%, from 2004 to 2005. The increase from 2005 10 2006 is due to a’ $462 ‘million, or
8.3%: increase in same store gross proﬁt coupled with a $71.5 million i mcrease from net dealershlp acquisitions
durmg ‘the year The’'same store gross profit increase is due to the’ $70 6 mllllon or 6.9%, increase in revenucs, which

increased gross profit by $39:0 million, and-a 1.3% i 1ncrease in“gross margin percentage*‘whlch mcreased £10SS -

“ ' profit by $7. 2’million. The increase from 2004 to 2005 is due to a $44.8 million, or 9.9%; increase in'same store
gross profit, coupled with a $47.2 million increase from net dealershlp acquisitions durmg the year, The same store
gross profit increase is due to the $63 5 million, or 7.6%, increase in revenues, which mcreased £ross proﬁt by
$34 8 mllhon and a 2 2% i mcrease in gross margin percentage, which increased gross prof' t by $I0 G, ml]]l()n

Sellmg, General and Admlmstratwe

Sellmg, general and admlmstratlve or “SG&A” expenses ‘increased $202 3 million, of 17.5%, from 2005 10

2006 and increased $178 8 mllhon or 18. 3%, from 2004 to 2005. The aggregate mcrease from’ 2005 to 2006 is due
“toa $66.2 mllhon or 3. 9% increase m same store SG&A expenses coupled » w1th a $136 o mllhon increase fromnet
dealership acqulsmons durmg the year The ‘aggregate increase.in SG&A expenses from 2004 10 2005 is due to an

L. $87 6 mllhon or 9 5% 1ncrease in same Store SG&A expenses Coupled wnhg $91 2 m1]]10n mcrease from net

(1) 1ncreased vanable sellmg expenses mc[udlng mcreases in varldble compensatlon as-a result 5f the 4.4% and
- 9.3%1 1ncrease in retall gross ‘profit over the prlor ‘year in 2006 and 2005 respectlvely, (2) 1ncreased rent and related
costs in both years due i in part to our fac111ty 1mprovement and expcms:on program and'(3) mcreased advertlsmg and
promouon caused by- the overall competmveness of the’ retall vehicle market Such'i mcreases were offset 1n part, in
72004 by an $8.4 m11110n refund of UK. consumption taxes. SG&A expenses as a percentage of total revenue were
1201%; 11 9%. and 11.6% in 2006 2005 and 2004, respecllvely, and as a percentage of £ross, proﬁt were. 79. 6%
78 3% and 77 7% n 2006 2005 and 2004 respectlvely . ‘ . "~

S .

Deprec1atlon and Amortlzatlon 2 '

1.y - '.\ﬂ.
'r"‘\i ' o

LT Deprec1at10n and amornzanon increased $7.3 million, or.19.5%, from 2005 to 2006 and mcreased $I 2 million,
. or 3.3%, from 2004 t0:2005:,Thé increase from 2005 to 2006 i is due to a.$3.9 mlll:on' or: 10.5%; 1ncrease if*same
store’ depree1atlon and amomzanon coupled with a $3.4 million i increase from net dea]ershlp acqu1smons durmg

e, .
I A . - . P .
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We belleve that our service and parts business is belng posmvely impacted by the growth in total retail unit




s .
L

“the year. The same store increase is due in large part to our. facifil}' improvement and expansion program. The
increase from 2004 to 2005 is due to a $2.6 million increase from net dealership acquisitions during the year, offset
- by a $1.4 million, or 4.0%, decrease in same store depreciation and amortization. The same store decrease is due
primarily to the effect of costs recognized in 2004 related to the relocation of.certain UK. franchises, offset by
increases due in large part to our facility improvement and expansion program.

Floor Plan Interest Expense

Floor plan interest expense increased $14.5 million, or 30.6%, from 2005 to 2006 and increased $6.2-million,
or 15.3%, from 2004 to 2005. The increase from 2003 to 2006 is due to an $8.8 million, or 19.3%. increase in same
store’floor plan interest expense, coupled with a $5.7 million increase from net dealership acquisitions during the
year. The increase from 2004.toc 2005 is due to a $1.7 million, or 4.4%, increase in same store floor plan interest
expense, coupled with a $4.5 million increase from net dealership acquisitions during the year. Floor plan interest
expense was negatively impacted in both 2006 and 2005 by increases in our weighted average borrowing rate due
primarily to increases in the undertying variable rates of our revolving floor plan arrangements,

Other Interest Expense

. Other interest expense 1ncreased $0.2 m:lhon or 0.3%. from.2005 to 2006 and increased $6.1 million, or
14.2%, from 2004 to 2005. The increase from 2005 to 2006 is due to an increase in average total outstanding
indebtedness in 2006 compared to 2005, offset by a'decrease in our weighted average borrowing rate, partially offset
by an increase in the interest on our variable rate indebtedness. The decrease in our weighted average borrowing rate
was due primarily to the issuance of $375.0 million of 3.5% Convertible Senior Subordinated Notes on January 31,
2006 which was used to repay higher-rate debt under our credit agreements. The increase from 2004 10 2005 is due
primarily to an increase in our weighted average borrowing rate during 2005 compared to 2004.

Income Taxes

Income taxes decreased $1.1 million, or 1.5%, from 2005 to 2006 and increased $3.1 million. or 4.6%, from
2004 10 2005. The decrease from 2005 to 2006 is due primarily to an increase in pre-tax income bemg more than
offset by a reduction in our effective income tax rate due_to an increase in the relative proportion of our U.K.
operations, which are taxed at a lower rate and tax savings from certain tax planning initiatives. The tncrease from
2004 to 2005 is due pnmarlly to an increase in pre-tax income versus the prior year, offset in part by a reduction in
our effective state income tax rate.

'Liquidity' and Caﬁital Resources

~ *Qur cash- requ1remems are pnman]y for working capital, inventory financing, the acqumuon of new
dealerships, the improvement and expansion of existing facilities, the construction of new facilities, and dividends.
Historically, these cash requirements have been met through cash flow from operations, borrowings under our credit
agreemenis and ﬂoo_r plan arrangements, the issuance of debt securities, sale-leaseback transactions or the issuance
of equity securities. As of December 31, 2006. we had working capital of $533.7 million, including $13.1 million of
cash, available to fund our operations and capital commitments. In addition, we had $600.0 million and
£54.8 million ($107.4 million) available for borrowing under our U.S. credit agreement and our U.K. credit
agreement, respectively, each of which is discussed below. Effective February 13, 2007, we permanently reduced
the credit availability under the U.S. credit agreement from $600.0 million to $250.0 million and the letter of credit
. availability from $50.0 million to $10.0 million. The reduction in capacity under the U.S. credit agreement will
enablé us 1o avoid certain credit availability fees specified in the agreement. Giving effect to the reduction, as of
December 31, 2006 we would have had approximately $367.0 lTll”lOl'l avallable for borrowing under our credit
agreements

X}

On January 26, 2007 we provnded notice to the Bank of New. York Trust Company N.A_, the trustee of our

9.625% Notes, of our intention to redeem the 9.625% Notes on March 15, 2007 at a price of 104.813% for all notes
outstanding. We estimate the aggregate redemption price wnll be approximately $3l4 4 million, resuiting in a pre-
" tax charge of approximately $19.0 million."
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© We pald Ihe followmg leldends in 2005 and 2006:

~Per Share Dmdends .
2005: 'First Quarter -~ $0.055  2006: © First.Quarter- - -$0.06 - .. .

Second Quarter 0055 ° Second Quarter 0.07
Third Quarter 0.055 Third Quarter ~ 0.07
Fourth Quarter 0.06 Fourth Quarter 0.07

We have also declared a cash dividend on our common stock of $0.07 cents per share payable on March 1, 2007
to shareholders of record on February 12, 2007, Future quarterly or other cash dividends will depend upon our
earnings, capital requirements, financial condition, restrictions on any then existing indebtedness and other factors
considered relevant by our Board of Directors.

. We have grown primarily through the acquisition of automotive dealerships. We believe that cash flow from
operations and our existing capital resources, including the liquidity provided by our credit agreements and floor
plan financing arrangements, will be sufficient to fund our operations and commitments for at least the next twelve
months. To the extent we pursue additional significant acquisitions or refinance existing debt, we may need 1o raise
additional capital either through the public or private issuance of equity or debt securities or through additional
borrowings. We may not have sufficient availability under our credit agreements to finance significant additional
acquisitions or refinance existing debt. In certain circumstances, a public equity offering could require-the prior
approval of certain automobile manufacturers. In connection with any potential significant acquisitions or
refinancings, we may be unable to access the capital markets or increase our borrowing capacity on terms
accepléble to us, if at all. '

Inventory Financing

We finance qubstanua]ly all of our new and a portion of our used vehlcle inventories under revolving floor plan

arrangements with various lenders. In the U.S., the floor plan arrangemems are due on demand; however, we are
genérally not required to makeé loan principal repayments prior to the sale of the vehicles that have been financed.
We typically make monthly interest payments on the amount financed. Qutside of the U.S., substantially all of our
floor plan arrangements are payable on demand or have an original maturity of 90 days or less and we are generally
required to repay floor plan advances at the earlier of the sale of the vehicles that have been financed or the stated
maturity. All of our floor plan agreements grant a security interest in substantially all of the assets of our dealership
subsidiaries. Interest rates under the floor plan arrangements are variable and increase or decrease based on changes
in the prime rate, defined London Interbank Offered Rate (* LIBOR") or Euro Interbank Offer Rate. We receive non-
refundable credits from certain of our vehicle manufacturers, which are treated as a reduction of cost of sales as
vehicles are sold.

" U.S. Credit }lgreement '

As of December 31, 2006 our credn agreement with DaimlerChrysler Financial Services Americas LLC and
Toyota Motor Credit Corporation, as amended, provided for up to $600.0 million in revolving loans for working
capital, acquxsmons capital expenditures, investments and for other general corporate purposes, and for an
additional $50.0 million of availability for letters of credit, through September 30, 2009. The revolving loans bear
interest between defined LIBOR plus 2.50% and defined LIBOR plus 3.50%. Effective February 13, 2007, we

permanently reduced the credit availability under the U.S. credit agreement from $600.0 million to $250.0 million -

and the letter of credit availability from $50.0 million to $10.0 million. The reduction in capacity under the
U.S. credit agreement will enable us to avoid certain credit availability fees specified in the agreement.

* The U.S. credit agreement is fully and unconditionally guaranteed on a joint and several basis by our domestic
subsidiaries and contains a number of significant covenants that, among other things, restrict our ability to dispose
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-of aqselg incur addmonal indebtedness, repay other mdebtedneqs pay dividends; create liens on assets, make
‘investments or acquisitions and engage in mergers or consolidations. We are also required to comply with specified
ﬁnancml and other tests and ratios, each as defined in the U.S. credit agreement, including: a ratio of current assets
to current liabilities, a fixed charge coverage ratio, a ratio of debt to stockholders’ equity, a ratio of debt to earnings
-before income taxes, depreciation and amortization, (“EBITDA™), a ratic of domestic'debt to domestic EBITDA,

“and a measurement of stockholders’ equity. A breach of thesé requirements would give-rise to certain remedies
under the agreement, the most severe of which is the termination of the agreement and acceleration of the amounts
owed. As of Decemiber 31, 2006 we were in compliance with alt covenants under the U.S. credit agreement, and we
" believe we will remain in compliance with such covenants for the foreseeable future. In making such determination,

we have considered our current margm of compliance with the covenants and our expected future results of
operations, working capital requirements, acquisitions, capital expendltures and investments. See “Forward
Looking Statements.”

~ The U.S. credit agreement also contains typical events of default, including change of control. non-payment of
obligations and cross-defaults to our other material indebtedness. Substantially all. of our. domestic assets not
pledged as security under floor plan arrangements are subject to security interests granted to lenders under the
U.S..credit agreement. As of December 31, 2006, we had no outstanding borrowings under the U.S. credit
agreement. Oulstanding letters of credit under the U.S. credit-agreement amounted to $12.4 million.

U K. Credit Agreement

Our agreement with the Royal Bank of Scotland plc, as agent for National Westminster, Bank plc (“RBS”),
provides a five year multi-option credit agreement, a fixed rate credit agreement and a seasonally ad justed overdraft .
line of credit (collectively, the “U.K. credit agreement”) to be used to finance acquisitions, working capltal and
general corporate-purposes. The U.K. credit agreement provides for (1) up to £70.0 million in revolving loans
through August 31,.2011," which have an original matunly -of 90 days or less and bearinterest between defined
LIBOR plus 0.65% and defined LIBOR plus 1.25%, (2) a £30.0 million: funded term loan which bears interest
between 5.94% and 6.54% “and is payable ratably in quarterly intervals commencing on June 30, 2007 through
June 30, 2011, and (3) a sedsonally adjusted overdraft line of credit for up to £30.0 mllhon lhal bears interest at the
Bank of England Base Rate plus 1.00% and matures on August 31, 20ll : !

The U.K. credit agreemem is fully and uncondmonally guarameed on a Joml and seveml basm by our
UK. subsidiaries, and contains a number of significant covenants that, among other [hmgt; restrict the ablhty of our
U.K. subsidiaries to pay dividends, dispose of assets, incur addmona] indebtedness, repay other indebtedness, pay
dividends, create liens on assets, make investments or acqumuons and engage in meigers or consolidations. In
addition, our U.K. subsidiaries are requn_red_to comply, with specified ratios and tests, each as defined in the
- U.K. credit agreement, including: a ratio of eaming‘: before interest and taxes plus rental payments to interest plus
rental payments (as defined), a measurement of maximum capital expenditures, and a debt to EBITDA ratio {(as
defined). A breach of these requirements would give rise to certain remedies under Ihe agreement, the most severe
of which is the termination of the agreement and acceleration of the amounts owed. As of December 31, 2006, we
were in compliance with all covenants under-the U.K. credit agreement,, and we belicve that we will remain in
compliance with such covenants for the foreseeable future: In making such determination, we considered the
current margin of compliance with the covenants and-our expected future results of operauons workmg capltal
reqmrements acqulsmons capllal expenditures and investments-in the U.K! :

+

The U.K. credit agreement also contains typlcal events of default, mcludmg change of .control and non-
payment of obligations and cross-defaults to other material indebtedness of the U K. Subsidiaries. Substantially all
of our U.K. Subsidiaries’ assets not pledged as security under floor plan arrangements are subject to security
interests granted to lenders under the U.K. credit agreement.- -As of December 31,:2006, outstanding loans under the
U.K. credit agreement amounted to £60.0 million ($117.5 million). - - Ca :

- -

el

9. 625% Senior Subordmated Notes o L o

s PR i‘s,'-—. ' T
We have’ outstanding $300 0 million aggregate pnncnpal amount of 9.625% Semor Subordmated Notes due
2012 (the “9.625% Notes™). On January 26. 2007 we provided notice to'the Bank of Néw York Trust Company,
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N.A,, the trustee of the 9.625% Notes, of our intention to redeem the 9.625% Notes on March 15, 2007 at a price of
104.813% for all notes outstanding. We estimate the aggregate redemption price will be approximately $314.4 mil-
lion, resulting in a pre-tax charge of approximately $19.0 million. The 9.625% Notes are unsecured-senior
subordinated notes and are subordinate to all existing and future senior debt, including debt under our credit
agreements and floor plan indebtedness. The 9.625% Notes are guaranteed by substantially all domestic subsid-
iaries on a senior subordinated basis. Upon a charge of control, each holder of 9.625% Notes would be able to
require us to repurchase atl or some of the Notes at a redemption price of 101% of their principal amount. The
9.625% Notes also contain customary negative covenants and events of default. As of December 31, 2006, we were
in compliance with all negalive covenants and there were no events of default. :

7.75% Senior Subordinated Notes

On December 4, 2006 we issued $375.0 million aggregate principle amoumt of 7.75% Senior Subordinated
Notes due 2016 (the “7.75% Notes™). The 7.75% Notes are unsecured senior subordinated notes and are subordinate
to all existing and future senior debt, including debt under our credit agreements and floor plan indebtedness. The
7.75% Notes are guaranteed by substantially all wholly owned domestic subsidiaries on a senior subordinated basis.
We can redeem all or some of the 7.75% Notes at'our option beginning in December 2011 at specified redemption
prices, or prior to December 2011 at 100% of the principal amount of the notes phus an applicable “make-whole”
premium, as defined. In addition, we may redeem up to 40% of the 7.75% Notes at specified redemption prices
using the proceeds of certain equity offerings before December 15, 2009, Upon certain sales of assets or specific
kinds of changes of control we are required to make an offer to purchase the 7.75% Notes. The 7.75% Notes also
contain customary negative covenants and events of default. As of December 31, 2006, we were in compllance with
all negative covenants and' there were no events of default.

We entered into a registration rights agreement with the initial purchasers of the 7.75% Notes under which we
agreed to file with the Securities and Exchange Commission a registration statement to allow holders to exchange
the 7.75%:Notes for registered notes having substantially the same terms. We will use oir Lommerc1al]y reasonable
efforts to cause such registration statement to become effective and to complete the exchange offer within 240 days
after the original issuance of the 7.75% Notes. We will be required to pay additional interest, subject to some
limitations, to the holders of the 7.75% Notes if' we fail 1o comply with these obligations, or the registration
statement ceases to be effective or fails to be usable for certain periods of time. in each case qubjcct to certain
exceptions outlined in the registration rights agreement.

3.5% Senior Subordinated Convertible Notes

We have outstanding $375.0 million aggregate principle amount of 3.50% Senior Subordinated Convertible
Notes due 2026 (the “Convertible Notes™).The Convertible Notes mature on April 1, 2026, unless earlier converted,
redeemed or purchased by us. The Convertible Notes are our unsecured senior subordinated obligations and are

-guaranteed on an unsecured senior subordinated basis by, substantially all of.our wholly owned domestic
subsidiaries. The Convertible Noles also contain customary. negative covenants and events of default. As of
December 31, 2006 we were in compliance with all negative covenants and there were no events of default.

Holders may convert based on a conversion rate of 42.2052 shares of our common stock per $1,000 principal
amount of the Convertibie Notes (which is equal to a conversion price of approximately $23.69 per share), subject to
adjustment, only under the following circumstances: (1) in any quarterly period commencing after March 31, 2006,
.if the closing price of our common stock for twenty of the last thirty trading days in-the prior quaner exceeds $28.43
(subject to adjustment), (2) for specified periods, if the trading price of the Convertible Notes falls below specific.
thresholds, (3) if the Convertible Notes are catled for redemption, (4) if specified distributions to holders of our -
common stock are made or specified corporate transactions occur, (5) if a fundamental change (as defined) occurs,
or (6) during the ten trading days prior to, but excluding, the maturity date.

Upon conversion of the Convertible Notes, for each $1.,000 principal amount of the Convertible Notes, a holder
will receive an amount in cash, in lieu of shares of our commeon stock, equal to the lesser of (i) $1,000 or (ii) the
conversion value, determined in the manner set forth in the indenture for the Convertible Notes, of the number of
shares of our common stock equal to the conversion rate. If the conversion value exceeds $1 000, we will also
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deliver, at our electton cash common stock or a combmatlon of cash and commion stock with respect to the
remaining value deliverable upon conversion. -

If a holder elects to convert its Convertible Notes in connection with certain events that constitute a change of
control on or before April 6, 2011, we will pay, to the extent deqcrlbed in the related indenture, a make-whole
* premium by increasing the conversion rate applicable to such Convertible Notes. In addition; we will pay contingent
interest in cash, commencing with any six-month period beginning on April 1, 2011, if the average trading price of a
Convertible Note for the five trading days ending on the third trading day immediately preceding the first day of that
six-month period equals 120% or mare of the principal amount of the Convertible Note.

On or after April 6, 2011, we may redeem the Convertible Notes, in whole at any time or in part from time 10
time, for cash at a redemption price of 100% of the principal amount of the Convertible Notes to be redeemed, plus
any accrued and unpaid interest to the applicable redemption date. Holders of the Convertible Notes may require us
to purchase all or a portion of their Convertible Notes for cash on each of April 1, 2011, April 1, 2016 and April 1,
2021 at a purchase price equal to 100% of the principal amount of the Convertible Notes 10 be purchased, plus
accrued and unpaid interest, if any, to the applicable purchase date.

Share Repurchase

In connection with the issuance of the Convertible Notes discussed above, we repurchased one million shares
of our outstanding common stock on January 26, 2006 for $18.96 miilion, or $18.955 per share.

Interest Rate Swaps

We are party to an interest rate swap agreement through January 2008, pursuant to which a notional
$200.0 million of our U.S. floating rate debt was exchanged for fixed rate debt, The swap ‘was designated as a
cash flow hedgé of future interest payments of LIBOR-based U.S. floor plan borrowings. As of December 31, 2006,
we expected approximately $0.8 million associated with the swap to be recognized as a reduction of interest
expense over the next twelve months.

Other Financing Arrangements

We expect to enter into sale-leaseback transactions to finance certain property “acquisitions and capital
expenditures, pursuant to which we sell property and/or leasehold improvements to a third-party and agree to lease
those assets back for a certain period of time. Such sales generate proceeds which vary from period to period.

Off-Balance Sheet Arrangements — 3.5% Convertible Senior Subordinated Notes due 2026

The Convertible Notes are convertible into shares of our common stock, at the option of the holder, based on
certain conditions described above. Certain of these conditions are linked to the market value of our common stock:
This type of ﬁnancmg arrangement was selected by us in order to achieve a more favorable interest rate (as opposed
to other forms of available financing). Sinc€ we or the holders of the Convertible Notes can redeem these notes on or
after April, 2011, a convetsion or a redemption of these notes is likely to'occur in 201 1. The repayment will include
cash for the principal amount of the Convertible Notes then outstanding plus an amount payable in either cash or
stock, at our option, dcpcndmg on the trading:price of our common stock. .

-Cash Flows . : . ) A . .

. Cash and cash equivalents increased hy $4.2 and $5.2 million during lhe years ended December 31, 2006 and
2004, respectively, and decreased ‘by $14.6 million dunng lhe year ended December 31, 2005 The major
"components of thése Lhanges are dlscussed below N

.
[

LR

Cash. Flows fmm Continuing Operatmg Activities

"Cash provided by.operating activities was $120.3 mllllon $169 4 mllhon and $266 6 million during lhe .years
ended December 31, 2006, 2005 and 2004, respectively. Cash flows from’ operatmg activities include net 1ncome
adjusted for non- caeh items and the effects of changes in working capital. -: :
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We finance substantially all of our new and a portion of our used vehicle inventories under revolving floor plan
notes payable with various lenders. In accordance with the guidance under SFAS No. 95, “Statement of Cash
Flows”, we report all cash flows arising in connection with floor plan notes payable to the manufacturer of a
particular new vehicle as an operating activity in our statement of cash flows and all cash flows arising in connection
with floor plan notes payable to a party other than the manufacturer of a particular new vehicle and all floor plan
notes payable relating to pre-owned vehicles as a financing activity in our statement of cash flows. However, we
believe that changes in aggregate floor plan liabilities are-typically linked to changes in vehicle inventory and,
therefore, are an integral part of understanding changes in our working capital and operating cash flow. Conse-
quently, following is a reconciliation of cash flow from operating activities as reported in our condensed
consolidated statement of cash flows as if all changes in vehicle floor plan were classified as an operating activity:

Year Ended December 31,

‘ 2006 2005 2004
Net cash from operating activities as reported .. ... ... T $120,281 5169373  $266,592
Floor plan notes payable — non-trade as reported .. ................ (71,140) 18.445 (58,841}
Net cash from operating activities including all floor plan notes ‘
Payable. . ‘$ 49,141 $187,818  $207,751

Cash Flows from Cann'nuing Investing Activities

Cash used in investing activities was $487.9 million, $228.9 million and $273.0 miltion during the years ended
December 31, 2006, 2005 and 2004, respectively. Cash flows from i investing activities consist primarily of cash used
for capital expenditures, proceeds from sale-leaseback transactions and net'eéxpenditures for dealership acquisi-
tions. Capital expenditures were $225.1 million, $220.5 million and $225.6 million during the years ended
December 31, 2006, 2005 and 2004, respectively. Capital expenditures relate primarily to improvements to our
existing dealership facilities and the construction of new facilities. Proceeds from sale-leaseback transactions were
$106.2 million, $118.5 million and $149.1 million during the years ended December 31, 2006, 2005 and 2004,
respectively. Cash used in business acquisitions, net of cash acquired, was $369.1 million, $126.9 million and
$210.1 million during the years ended December 31, 2006, 2005 and 2004, respectively and included repayments of
seller’s floor plan notes payable of $113.2 million, $46.0 million and $40.8 million, respectively. Cash flows from -
investing activities include $13.6 million of proceeds received from the sale of an inveslmphl during the year ended
December 31, 2004.

Cash Flows from Continuing Financing Activities

Cash provided by financing activities was $424.5 million and $4.7 million during the years ended Decem-
ber 31, 2006 and 2005, respectively, and cash used in financing activities was $22.1 million during thevear ended
December 31, 2004. Cash flows from financing activities include borrowings and repayments of long-term debt, net
borrowings or repayments of floor plan notes payable non-trade, proceeds from the issuance of common stock,
including proceeds from the exercise of stock options, repurchases of common stock and dividends. During the year
ended December 31, 2006 we issued $750.0 million of subordinated debt and we paid $17.2 million of financing
costs. Proceeds of the $750.0 million of subordinated debt issnance were used 1o repurchase one million shares of
our common stock and to repay debt. This activity, combined with borrowing to fund acquisition and other liguidity
requirements, resulted in net repayments of long-term debt of $211.1 million during the year ended December 31,
2006. We had net borrowings of long-term debt of $2.4 million and net repayments of long-term debt of
$74.3 million, during the years ended December 31, 2005 and 2004, respectively. We had net repayments of-
floor plan notes payable non-trade of $71.1 million and $58.8 million during the years ended December 31, 2006
and 2004, respectively, and net borrowings of floor pian notes payable non-trade of $18.4 million during the year
ended December 31, 2005. During the years ended December 31, 2006, 2005 and 2004, we received proceeds of
$18.1 million, $4.7 million and $9.9 million, respectively, from exercises of common stock and during the year
ended December 31,.2004 we received.proceeds of $119.4 million from the issuance of common stock. During the
years ended December 31, 2006, 2005 and 2004, we pa:d $25.2 million, $20.8 million and $18.4 million,
respecuvely, of cash dividends to our stockholders y ;
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Cash F lows from Discontinued Operations =~ o ' S
“Cash flows relating to discontinued operations are’ not currently considered, nor are they expectedto be

considered: material to our liquidity or our capital resources. Managément does -not believe that there is any

significant past, present or upcoming cash impact as a result of our discontinued operations. S

Contractual -Payment Obligations
. The table below sets forth our best estimates as to the amounts and timing of futiire payments relatmg to our
most significant contractual obligations,as of December 31; 2006..The information in the table reflects - future
uncondttlonal payments and is based upon, among other things, the terms 6f any relevant agreements, F uture events,

mcludmg acquisitions, dwesutures ‘entering intd new operating leade agreements, the amount of borrowings or -

- Tepayments. under our credlt agreements and floor plan arrangements and purchases or reﬁnancmg of our securities,
could cause actual payments to dlffer sngmﬁcantly from these amounts See, “Secuon JA — Risk Factors

ST . - - . o . [

LT ' - o _Total © ‘2007°  20087-1.0 2009 T 2010 < 2011 Thereafter

- ‘! A . . T - T T i «% I *(in millions) o - .
Floorpian Notes Payable(A) . ... ... .... $11723. $11723 § — - § — T§—rg- § 0
U.S. Credit. Agreel:nent(B) .............. e ’ - = —_ — _
U.K. Credit Agreement ................ 1175 C103 - 138 13.8 137, 659 -« —
'9.625% Senior Subordirated Notes(C) . . . . .. 3000 . —  — . — - — 300.0
7.75% SeniorSubordinated Notes . . . . T oEmse b T TS
3. 5% Convemble Senior Subordmated " . ] - ' ' ) S
NotesD) LA s - == = = a0
Other Debr ..., " ... .. LT s 3107 02 os e
Mandatory Mmomy 1nterest Repurchase f . A0 . —_ 40 L= - — —
Scheduled Interest. Paymentq(E) e 706.6 . 713 . 71.9 : ﬂ.l. 71.2 71.0 . 350.1
Operating Lease Commitments . . .., ...... 3,970.1 164.4 160.7 1582 -. 157.2 1559 3.1737

- ,,_ . e e \ TN I I

™ Pa) ment.s due in

ey

$7.035.0 "$1421.4 - $260.1° - $243.3  $2426 $292.8 $4.5738

-

(A) Floor plan notes payable are revolvmg financing arrangemems Payments are generally made as requlred
pursuam to the floor plan borrowmg agreements. - - R : SR i

(B) Effecttve February 13. 2007, we permanent]y reduced the: credtt avatlablllty under the U.S. Credtt Agreement
“from $600.0 mtllton 10 $250.0 million and the letter of credtt avallablltty from $50.0 mlllton 0§l 0. 0 mlllton
No amounts were outstdndmg under this facﬂl[y as of Det.ember 31, 2006 N

¥

AP

(C) We have announced our intention to redeem the aggregate pnnc1pa] amount of our 9 625% senior subordmated
‘notes on.March’ 15, 2007 at a cost of appr0x1matc]y $3]4 4 million, .. .- o e e

(D) Intérest and principal repaymentﬁ payments under our $375.0 million of 3 5% senior subordinated notes due
. 2026 are reflected i in-the, table above, however at our option, ‘certain of these amounts may be settled by in
' shares of common stock Whlle these notes are not due until 2026, .in 2011 the ho]dem may require us to

_ purchase all or a poruon of their notes for cash. This acceleration of ultlmate repaymem is not reflected in the
table above, nor is any opttonal redempuon on our part.

* (E) Estimates of future variable rate interest payments under floorplan notes pdyable and our credit agreements are .

excluded.” See “lnventory Fmancmg.” “U: S Credlt Agreement” and “U.K. Credlt Agreement” above for a
discussion of such varmble raleq

R

We expect that the amounts above will be funded through cash ﬂew from operattons In the case of balloon ’

paymients at-the end of the terms-of our debt mt;trumemc. we expect to:be able.to reF inance such 1nstruments in the
normal‘course of business. . o Fo T el T e e :
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Commitments -

We are party to a joint venture agreement with respect to one of the Company’s franchises pursuant to which
we are required to repurchase our partner’s interest in July 2008,  We expect this payment to be approximately
$4.0 million. . o

Related Party Transactions

Stockholders Agreement - . _ . . ‘

Roger S. Penske, our Chainnad of the Board and Chief Ekecutive Officer, is also Chairman of the Board and
Chief Executive Officer of Penske Corporation, and through entities affiliated with Penske Corporation, our largest
stockholder owning approximately 40% of our oltstanding common stock. Mitsui & Co., Ltd. and Mitsui & Co.

’ {USA); Inc. (collectwely, “Mitsui”) own approxlmately 16% of our outstanding common stock. Mitsui, Penske ; T

- Corporation and certain other affi liates-of Penske Corporation are parties to-a-stockholders agreement pursuant to
which the Penske affiliated companies agreed to vote their shares for one director who is a representative of Mitsui.
In'turn, Mitsui agreed to vote their shares for up to fourteen directors voted for by the Penske affiliated companies.
- This agreement terminates in March'2014, upon the mu[ual consent of the parties, or when either party no longer
OWnSs any of our common stock. ‘

Other Related Party Interests and Transactions

. Several of our directors and officers are affiliated with Penske Corporation or related entities. Roger S. Penske
" is also a managing member of Penske Capital Partners and Transportation Resource Partners, orgamzanons that
undertake investments in transportation-related industries. Richard J. Peters, one of our directors, is a managmg
- director of Transportation Resource Partners. Mr. Peters and Roger S. Penske, Ir., our President, are each directors
of Penske Corpbration. Eustace W. Mita and Lucio A. Noto (two of our directors) are investors in Transportation
Resource Partners. One of our directors, Hiroshi Ishikawa, serves as our Executive Vice President — International
Business Development and serves in a similar capacity for Penske Corporation. Robert'H. Kirnick, Jr., our Vice
Chairman, is also the President and a director of Penske Corporation and Paul F. Walters, our Executive Vice
President — Human Resources serves in a similar human resources capacity for Penske Corporation,

We are currently a tenant under a number of non-cancelable lease agreements with Automotive Group Realty,
LLC and its subsidiaries (together.“AGR”-), which- are subsidiaries of Penske Corporation. From time to time, we
may sell AGR real property and improvements that are subsequently. leased by AGR to us. In addition, we may
purchase real property or improvements from AGR which, in some instances, occur via the purchase of the equity
interest of a corporale entity. Each of these transactions is valued at a price that is 1ndependently confirmed. We
sometimes pay to and/or receive fees from Penske Corporation and its afﬁhateq for servnces rendered in the normal
course of business, or to reimburse payments made to third parties on each others” behalf. These transactions and
- those relating to AGR mentioned above, are reviewed per:odlca]!y by our Audit Commmee and reflect the
provider’s cost or an’ amount mutually agreed pon-by bolh parties. o : S

) We and Pétiske Corporatlon have entered into a joint insurance agreement which prowdes that, with respect to
our joint insurance policies (which includes our property policy), available coverage wnh respect to a loss shall be

paid to each party as stipulatéd in the pohcnes In the event of lossés by us and Penske Corporauon in excess of the

_ limit of any policy during a policy period, the total policy proceeds shall be allocated based on the ratio of premlums
paid. v »

. - .- ' - ! : -.‘a.-‘\i,l' - . A . M
We have entered into joint ventures with certain related parties as more, fully discussed below.

_ Joint Venture Relalmnshlps o

From time to time, we enter into joint. vemure relanonshlps in- the ordinary course of business, through which
we acquire dealerships together with other investors. We may prov:de these dealerships with working capital and

+
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other debt financing at costs that are based on our incremental borrowmg rate. As' of December 31, 2006, our joint
venture relationships were as follows:

Ownership
. Location Dealerships Interest
Fairfield, Connecticut. . ................ Audi, Mercedes-Benz, Porsche 91.70%(A)B)
Edisdn, New Jersey ........... “........ Ferrari, Maserati + 70.00%(B)
Tysons Corner, Virginia . .. ... .. e " “Aston Martin, Audi, Maybach, ~"90.00%(B)C)
’ B A Mercedes- Beni Porsche
* Las Vegas, Nevada. . ................ Femm Maserdu ) ‘ ) 50.00%(D)
Mentor, Oh|0. O U Honda ,_-'___ ' 75.00%(B)
‘ Mumc_ll, Germany ............ B -BMW MINIL - : 50.00%(15)
Frankfurt, Germdny e e Lexus, Toyota ' C T 50.00%(D)
e Aachen Germany ............. e " *Audi,-Lexus, Toyota Volkswa;,en " 50.00%(D)
' Mexuco e e P Toyola " 48.70%(D)

“MeXico .. v S P Toyota - oL T 45.00%(D)

(A) .,An enuty contro]led by one of our dlrectors Luc:o A Noto (the ¢ Inveqtor I, owns an 8.3% intérest in th1s_|omt

" venture, which entitles the Investor to 20% of the operating profits of the dealerships:owned by the- -joint =
venture. In addmon the lnvestor has an optlon to purchdse uptoa 20% i mterest in lhe joint venture for epemﬁed
amounts. . o .

{B) Entity is consollddted in our ﬂn.mcnal matemems

v

~ (C) Roger S. Penske, Jr. owns a 10% interest in this Jomt venlure

(D) Entity is accounted for using the equity method of accounting.”

KR!

Cyclicality L.

Unit sales of motor vehicles, pamcularly new vehicles, historically have been cychca] ﬂuctualmg with general -
economic cycles. During economic downturns, the automotive retailing mduslry tends to experlence periods of
decline-and recession similar to those ‘experienced by the general .economy. We belleve that the industry is .
influencéd by general economlc condmom and particularly by consumer confi dence, thé’ level of personal
dlscreuondry spendmg, l'uel prices, intérest’ rdtes and credlt dvaﬂablhty - -

Seasonallty

. . .
P s - oL L P N et *

Our business is modestly’ 5ea§ondl overall. Our U S operatlons generally exper:ence higher volumes of vehlcle
" sales in the second and third quarters of each year dug in part to consumer buymg trends, and the |ntroducuon of news,«

- vehlcle models’ Also demand for cars aknd llght trucks is generally lower dunng the wmter momhs than in* “other’* *

- seasons, particularly i in reglons of the United States where dealer'ihlps may be subject 0 severe winters. The' greatest
"U.S. seasonality exists at-the’ dealerships we.operate in northeasiern and upper mid-western states, for which’ the ~
second and third quarters are the strongest with respect o vehicle-related- sales. Our. U K. operations generaily
expenence higher volumes of vehlcle sales in-the first and third quarters of each year, due pnmanly to vehicle
‘regidtration practices in the U K. The service and pam busmeqs at all dealershlps expenences reldtlvely modest
seasonal fluctuations. ' S

Effects of Inflation

We believe that 1nﬂ.mon rates over the last few years have not had a signifi cant impact on revenues or
profitability.-We do not expect inflation to have any near-term material effects on the sale of our products and
services, however, we cannot be sure there will be no such effect in the -future.
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. We finance substantially all of our inventory through various revolving floor plan arrangements with interest
rates that vary based on the prime rate, LIBOR or Euro Interbank Offer Rate. Such rates have historically increased
during periods of increasing inflation.

Forward-Looking Statements

L3

This annual report on Form 10-K contains “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933, as amended, and Section 21E of the Securitics'Exchange Act of 1934, as amended.
Forward- looking statements generally can be identified by the use of terms such as “may,” “will,” “should,”

“expect,” “anticipate,” “believe,” “intend,” “plan, esum‘ate, predict,” “potential,” “forecast,” “continue” or
variations of such terms, or the use of these’terms in the negaiive Forward-looking statements include statements
regarding our current plans, forecasts estimates, bellefs or expeclzmons mcludmg, without limitation, statements
with respect to: .

LI LI [L LI EE

» our future financial performance
. future acquisitions; _

. futurc capilal lekpenditures; _ -
. our!ab_ili['y‘ to obtain cosE savings and sy_nergies; ’
“* -our ablllty to respond to economic cycles S SRR

« trends in the automotive retall mdustry and in the general economy in the various countries in Wthh we
operate dealerships;

' - - -
' . e

* our'ability to access the remaining auzl_ilability under._ our credit agreements; )
+ our liquidity; . . - .

. imeresl rates; '

* trends affeeling our. future ﬁnan’ciall condition or resilts of operations; and

« our business strategy. .

Forward- ]ookmg statements 1nvolve known and unknown rlsks and uncertdmnes and are not assurances of
future performance Actual results may differ matena]ly from ant1c1pated results due to a vanely of factors,
including the factors idéntified under “Item 1A. — Risk Factors™. Important factors that Could cause actual results
to differ matenially from our expeclanons include those menuoned in “Item 1A/ — RisK Factors” such as the
followmg - -

* the ablhty of automobile manufacturers to exercise srgmﬁcant control over our operauons since we depend
- on them in order.to"operate-our business; - e e

N

"« because we depend on 'the success and popularlty of Lhe brands we sell adverse condmons affectmg one or

more dutomoblle manufaelurers may negdtwe]y 1mpact our- revenues “and proﬁtablllly, ;o e

* we may-not be able to satlsfy our-capital requ1rements for. acqulsmons dealership renovauon projects or
: ﬁnancmg the purchase of. our mventory, ’ o .v‘ R . : L :

* our fallurc o meet a manufaclurer 5 Consumer sausfactlon requ1remems may adversely affect our abllny to
' acquire new dealerships, our ablllty to obtain incentive payments from manufacturers and our proﬁtablllty,

» automobile manufacturers may impose limits on our ability to issue additional equity and on the ownership
of our common stock by third parties, which may hamper our ability to meet our financing needs;

+ our business and the automotive retail industry in general are susceptible to adverse economic conditions,
including changes in interest rates, consumer confidence, fuel prices and credit availability;

+ substantial competition in automotive sales and services may adversely affect our profitability;
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s if we lose key personnel, especially our Chief Executive Officer, or are. unable to attract additional qualified

personnel, our business could be adversely affected, - . L.

* our quarterly operaling results may fluctuate due to seasonaltly in: the automouve retatl business and other
factors;

s S

+ because most customers ﬁnance the cost of purchasmg a vehtc!e hlgher interest rates may adversely affect
our vehicle sales; -~ P N

+ our business may be adve'réely affected by.impo'n product restrictions and foreign trade risks that may impair
our ability to sell foreign vehicles profitably; ‘ =

* our automobile dealersh1ps are Sub_]BCI to substanual regulations which may adversely affect our
- profitability;

» if state dealer laws in the United States are repealed or weakened, our automotive dealerships may be subject
+-to increased competttton and-may be more %uqeepttble to termination, non- renew,tl or renegottauon of thetr
franchtse agreements; : ) T

« our UK. dealershtps are not afforded the same legal franchtse protecuons as lhose in the u. S S0 we cou[d be'
, Subject to additional competmon from other local dedlershtps in the U.K.;

« our altomotive dealerships are subject to env1ronmenta] regulanom thal may reqult in claims and ltabtltues

. oar

* our dealership operations may be affected by severe weather or other penodlc busmess mterrupuons

= our principal stockholders have substanual influence over- us and may make dec1510ns with Wthh other

stockholders may disagree; =~ . 2 ) R

» some of our directors and ofﬁcers may have conf]tcts of tntere‘;t with. respect to -certain. related pany
transactions and other. business-interests;” .. | . :

s our level of mdebtedness may ltmtt our abtllty 10 obtam ﬁnancmg for acquisitions and may require that a
significant portion of our cash flow bé used for debt semce

* we may be involved in legal proceedmgs that could have a material adverse effect on-ou business;

-».our operations outside of the United States sub_|ect our profitability to fluetuattons relating to changes in

foreign currency valuations;

_» weare'a holding company.and, as a result, must rely on the receipt of payrments from our subsidiaries, which

are subject to limitations, in order to meet our cash needs and service our indebtedness;

= the price of our common stock is subject to substantial fluctuation, which may be unrelated to our
performance; and . ] CLoL s -

"« shares eligible for future sale, or issuable under the terms of our convertible notes, may cause the market

price of our common stock to- drop significantly, even if our business is doing well.

s

We urge you to carefully consider these risk factors in evaluating all forward- tookmg statements t'egarding our

business. Readers 6f this report are cautioned not to place undué reliance on’ the forward-looking stateients
contained 1n this report. All forward- lookmg statements attributable to us are qualifiéd in their entirety by this
cautionary statement’ Except to the extent required by the federal securities laws and SEC rules and reguilations, we
have no intention or obligation to update publicly any forward-looking statements whether as a result of new
information, future events or otherwise.

ltem 7A Quantttatwe and Qualttanve Dtsclosures About Market Risk

Interest Rates.  We are exposed to market rtsk from changes in the interest rates on a mgmﬁcant portion of our

outstanding indebtedness. Certain balances under our credit agreements bear interest at variable rates based on a
margin over defined-benchmarks. Based on the amount outstanding.as of December.31,.2006, a 100 basis point
change in interest rates would result in an approximate $0.7 million change-to our annual interest expense.
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Similarly, amounts outstanding under floor plan financing arrangements bear interest at a variable rate based on a
margin over defined bénchmarks. We continually evaluate our exposure to interest rate fluctuations and follow
established policies and- procedures to 1mplement strategies designed to manage the amount of variable rate
indebtedness outstanding at any point in time in an effort to mitigate the effect of interest rate fluctuations on our
earnings and cash flows. We are currently party to a swap agreement pursuant to which a notional $200.0 million of
our floating rate floor plan debt was exchanged for fixed rate debt through January 2008. Based on an average of the
aggregate amounts outstanding under our floor plan financing arrangements subject to variable interest payments
during the year ended December 31, 2006, a 100 basis point change in interest rates would result in an approximate
$10.0 million change to our annual interest expense.

Interest rate fluctuations affect the fair market value of our swaps and fixed rate debt, including the
9.625% Notes, the 7.75% Notes, the Convertible Notes and certain seller financed promissory notes, but, with
respect 1o such fixed rate debt instruments, do not impact our earnings or cash flows.

Foreign Currency Exchange Rates. - As of December 31, 2006, we had dealership operations in the U.K. and
Germany. In each of these markets, the local currency is the functional currency. Due to, our intent 10 remain
permanently invested in these foreign markets, we do not hedge against foreign currency fluctuations. In the event
we change our intent with respect to the investment in any of our international operations, we would expect to
implement - strategies designed to manage those risks in an effort'to mitigate the effect of foreign currency
fluctuations on our earnings and cash flows. A ten percent change in average exchange rates versus the U.S. Dollar
would have rebulled ‘in an dpproxlmale $360.1 million change to our revenues for the year ended December 31,
2006. . :

. In common with other automotive retailers, we purchase certain of our new vehicle and parts inventories from
foreign manufacturers. Although we purchase the majority of our inventories in the local funcnonal currency, our
business is subject to certain risks,‘including, but not limited to, differing economic conditions, changes in political
climate, differing tax structures, other regulations and restrictions and foreign exchange rate volatility which may
influence such manufacturers’ ability to provide their products at competitive prices in the local jurisdictions. Qur
future results could be materially and adver\ely 1mpacted by changes in these or other factors.

 Item 8. Financial Statements and Supplementary Data

The consolidated financial statements listed in the accompanying Index to Consolidated Financial Statements
are incorporated by reference into this ltem 8. : :

Item 9. Changes In and Disagreements With Accountants on Accounting and Financial Disclosure
None.
Item 9A. Controls and Procedures

Under the supervision and with the participation of our management, including the principal executive and
financial officers, we conducted an evaluation of the effectiveness of our disclosure controls and procedures (as
such term is defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the
“Exchange Act™)), as of December 31, 2006. Our disclosure controls.and procedures are designed to-ensure that
information required to be disclosed by us in the reports we file under the Exchange Act is recorded, processed,
summarized and reported within the time periods specified in the SEC’s rules and forms, and that such information
is accumulated and communicated 1o management, including our principal executive and financial officers, to aliow
timely discussions regarding required disclosure. : .

Based upon this evaluation, .the Company’s principal executive and financial officers concluded that our
disclosure controls and procedures were effective as of December 31, 2006. In addition, we maintain internal
controls designed to provide us with the infermation required for accounting and financial reporting purposes.
There were no changes in-our internal control over financial reporting that occurred during our fourth quarter of
2006 that materinlly affected, or are reasonably likely to materially affect, our internal control over ﬂnancml
repomng . : ;
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Item 9B. Other Information

Not applicable.

PART III o

The-information required by ltems 10 through 14 is included in the Company's definitive proxy statement
under the captions “Election of Directors,” “Executive Officers,” “Compensation Discussion and Analysis,”
“Executive and Directors Compensation”, “Security Ownership of Certain Beneficial Owners and Management,”
“Independent Registered Public Accounung Firms,” “Related” Party Transactions,” *“QOther Matters and “Our

Corporate Governance.” Such information is incorporated herein by reference.

LI IY
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PART IV

.- Item 15 Exhibits and Futanaal Statemem Schedules

D Fmancnal Statements . ERRYEEN

The consolidated. ﬁndncml statements listed in the dccompanymg Index to Consohdated Financial. Statements
“are fi led as part of this Annual Report on Form 10-K :

(2) FmanqlalrSlatemem S_chedules — Schedule IT —‘\}a]uﬁlion and Qualif)‘ringl Acéqums.

(3) Exhibits™— See the Index of Exhibits following this item.

.
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SIGNATURES

. Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934; the registrant has
duly caused this report to be signed on its behalf by the.undersigned, thereunto duly authorized on February 28,

2007,

UnNitep Auto Group, INC.

By: " /s/ RoGER S. PENSKE

Roger S. Pénske
Chairman of the Board and
Chief Executive Officer

Pursuant to the requirements. of the Seéurities Exchange Act of 1934, this report has been signed below by

. following persons on behalf of the registrant and in the capacities and on the date indicated.

Siénature

/s/ RoGER S. PENSKE |, ; -

.Roger S. Penske L

/s - Romert T. 6’SHAUGHNESSY :

Robert T. O’Shaughnessy

/s/ Joun D. BARR

John D. Barr

/s  MicHAEL R. EISENsON

Michael R. Eisenson

fs/  Hirost IsHiKAwA

Hiroshi Ishikawa

-~

fs/  RoBerT H. KURNICK, Ix.

- Robert H. Kurnick, Jr.

/s/ WiLLiam . Loveloy

William J. Lovejoy

fs/  KiMBERLY ].- MCWATERS

Kimberiy J. McWaters

-/sl EusTacE W Mita

Eustace W. Mita

“ts/ Lucio A. Noto

o - "Lucio A. Noto
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‘Chairman of the Board and
) Chief Executive Officer
(P_rincipal Executive Officer)

. Executive Vice President — Finance

and Chief Financial Officer

(Principal Financial and Accounting
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Director
Dirfsctb_l" :
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Director

Director .

Director
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INDEX OF EXHIBITS

1

‘Each management contract or cc')mpensatory plan or‘arrangement-is identified with an asterisk.

3.1

3.2

4.1.1

" 4.2
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- _43 "
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Certificate of Incorporation (mcorporated by reference to exhibit 3.2 to our Form 10-Q) filed on May-10,
2006). A N

Bylaws (mcorporated by reference to-exhibit 3.2 to our Form 8:K filed on March 13, 2006).

Indenture regarding our 9%% senior subordinated notes due 2012 dated as of March 18, 2002 among us,
as Issuer, and certain of our domestic subsrdlarreq as Guarantors, and The Bank of New York Trust
Company, ‘N.A., as Trustee (mcorporated by reference to exhibit 4.3 to our registration statement on
Form S-4, regmratlon no. 333-87452, filed-May 2, 2002). ’ -

Amended and Restated Supplemental Indentdire dated as of May 5, 2006 among us, as Issuer and certain
of our domestic subsidiaries, as Guarantors, and The Bank of New .York' Trust Company, N. A, as
Trustee (mcorporated by reference to. exhibit 4. 2 to our-Form 10-Q filed May 10, 2006).

Indenture regardmg our 3.5% senior subordmated convertible, notes due 2026, dated January 31, 2006,

" by and among us, as Issuer, the subsrdlary guarantors named therein and The Bank of New York Trust

Company, N.A,, ds trustee (lncorpora[ed by reference .to exhibit-4.1 to our Form 8:-K filed February 2,
2006).

Supplementa! Indenture regarding « our 3.5% senjor subordmated convertible notes due 2026 dated as of
- May 5, 2006, among us, as Issuer, and certain of our domesnc SubSldlarlCS as Guarantors, and The Bank

., of Néw York Trust Company, N.A, as trustee. (mcorporated by reference to exhtbrl 4 2 to ouf Form 10- Q
. filed May 10, 2006).

lndenture régarding our "7.75% sehior subordmated notes due 2016 dated December 7 2006, by and
among us as Issuer, the subsidiary guarantors named therein and The Bank of New York Trust Company,

LUV NLAas trustee (incorporatéd by reference’to exhibit'4.1-to our current report on Form 8-K ﬁied on

December 12, 2006). )

t._,' 4 3 2 o Regrstranon Rights Agreement, dated’ December 7 2006 by and among us, the subsrdlary guarantors :

o1

RN

442

. 443

o B

444

445

-7 2006).

named therein, J.P. Morgan Securities’ Inc., Banc of Amerlca Securities LLC, Merrill Lynch, Pierce, .
--Fenner. & Smith Incorporated and Wachov1a Capltal Markets, LLC, relating to the 7.75% senior
"subordinated notes due 2016 (incorporated by referénce to éxhibit 4.3t6 our current report on Form 8-K~
ﬁled on December 12, 2006). - '

- Second Amended and - Restated ; Credtt Agreement dated as of September 8. 2004, among us,
DarmlerChrys]er Financial” Services Americas LLC and Toyota“ Motor - Credit - Corporauon
(incorporated by reference to our September 82004 Form 8-K}. '

=Second- Amended and Restated Security;. Agreement ddted as of, Seplember S 12004 among us,
DaimlerChrysler Financial Services - Amertcas LLC' and Toyota Motor Credit * Corporation

_(incorporated by. reference, to Exhrbrt 10.2 10 our September 8, 2004 Form 8-K)..
. Extension Notice dated September 26, 2006 relating . to Second Amended. and ‘Restated Credrt.

,Agreement dated as :of Septemberr 8, 2004, - among “us,’ DalmlerChrysler Fmancml Services
- Americas. LLC and Toyota: Motor Credit Corporauon (mcorporaled by reference ,to exh1brt 4.1 to
“our Form 8-K filed on September 27 2006).. .

Frrst amendmenl dated April 18, 2006 to the Second Amended and Restated Credlt Agreement dated
September '8, 2004 by and among us, DarmlerChrysler Fmancra] Services Americas LLC and Toyota
Motor Credit Corporauon (incorporated by reference from exhrbrt 4.1 to our 8-K filed April 18, 2006).

Second amendment dated May 9, 2006. to the Second Amended and Restated Credit Agreement dated
Seéptember 8, 2004 by and among us; DalmlerChrysler Financial Servrces Americas LLC and Toyota
Motor Credit Corporat1on (mcorporated by reference from exhibit 4410 our 10- Q ﬁled May 10, 2006).

Third amendment dated August 8, 2006 1o the- Second Amended and Restated Credit Agreement daied
Septémber 8, 2004 by and among us,. DalmlerChryqler Fmancml Services Americas LLC and Toyota
Motor Credit Corporatron (mcorporated by reference to exh:brt 4.1 to our Form 10-Q filed on August 9,
Multiz Optlon Credn Agreement dated as of August 3l .2006 between Sytner Group errted and The
Royal Bank of Scotland, ple, as agent for National Westmmster Bank Plc. (incorporated by reference to
exhtbrt 4.1 1o our Form 8-K filed on September 5, 2006)
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our 2001 Form 10-K).

Fixed Rate Credit Agreement dated as of August 31, 2006 between Sytner Group Limited and The Royal
Bank of Scotland, plc, as agent for National Westminster Bank Plc. (mcorporated by reference to
exhibit 4.2 to our Form 8-K filed on September 3, 2006).

Seasonally Adjusted Overdraft Agreement dated as of. August 31, 2006 between Sytner Group Limited
and The Royal Bank of Scotland, plc, as agent for National Westminster Bank Plc. {(incorporated by

_reference to exhibit 4.3 to our Form 8-K filed on September 5, 2006).

Form of Dealer Agreement with Honda Automobile Division, American Honda Motor Co.
(incorporated by. reference to exhibit 10.2. 3 to our 2001 Form 10-K). :

~ Form of Car Center Agreement. with BMW of- North Amerlca Inc. (incorporated by reference to
_Vexlnblt 10.2.5.t0 our 2001 Form 10-K). .

Form of SAV Center Agreement with BMW of North America, Inc. (mcorporated by reference to

-exhibit 10.2.6 to our 2001 Form-10-K).

Form of Dealer Agreement with Toyota Motor Company (incorporated by reference o exlnbrt 10.2.7t0

Form of Mercedes-Benz USA Inc. Passenger and Car Retailer Agreement (mcorporated by reference to

-exhibit*10.2.11 to our Form 10-Q for the quarter ended March 31, 2000).

Form of Mercedes-Benz USA Inc. Light Truck Retailer Agreement (incorporated by reference to
éxhibit, 10.2.12 to our Form 10-Q for the quarter ‘ended March 31, 2000) '

"United Auto Group, Inc ‘Amended and Restated Stock Option Plan dated as of December 10, 2003

(incorporated by refefénce to our 2003 10-K filed- March 15,'2004).

Amended and Restated United Auto Group, Inc. 2002 Equity Compensatlon Plan (mcorporated by
" "reference to our 2003 10- K filed' March 15, 2004).

€109 ..

Form of Restrtcted Stock Agreement (incorporated by reference to exhlbn 10. 3 to our Form 10-Q for the
quarter ended June 30, 2003). R . . .

Amended -and Restated Umted Auto Group, Inc ‘Non- Employee Dlrector Compensatron Plan
{incorporated by reference t6 our 10-Q fited August 9, 2004). :

?

* United Auto Group, Inc. Management Incentive Plan (effective July 1, 2003) (mcorporated by reference
- to exhibit 10.1,to our Quarterly’ Reportzon Form 10-Q for the quarter ended September 30, 2003)

First Amended and Restated Limited Liability Company Agreement dated April" 1, 2003 between UAG.
Connecticut I, LLC arid Noto Holdings; LLC (mcorporated by reference to exhrblt 10310 our Form 10-Q
filed May 15, 2003). L . "

Letter Agreement dated April 1, 2003 among UAG Connectlcut I, LLC; Noto Holdmgs LLC and the
other parties named therem (mcorporated by reference to exhrbrt 10 4 to our Form lO Q filed May 15,
2003.: - I

Letter Agreement dated Aprll 1, 2003 between UAG Connectrcut I, LLC and Nofo Holdlngs LLC

(incorporated. by reference to exhlbtt 10:5 to our Form 10-Q filed May 15, 2003)- .~ -~ & .

i Registration Rights Agreement arfiong us and Pénske Automotlve Holdings Corp dated as of
"December 22, 2000 (mcorporated by reference o exhrbrt lO 26.1° to ‘our Form 10-K ﬁled February 6,

2002,

'Second Amended ‘and Restated Regrstrabon R1ghts Agreement among us, Mitsui & Co., Ltd. and

Mitsui & Co. (U.S. A.), Inc. dated as of March 26 2004 (mcorpordted by reference to the exhlbrt 1020
our March 26, 2004 Form 8-K) .~ . s

Letter Agreement among Penske Corporation, Penske Capital Partners L L C Penske Automotrve
Holdings Corp., International Motor’ Cars Group I, L.L.C:; Mifsui & Co., Ltd. and Mitsui & Co.

. (US.A), Inc. dated April 4, 2003 (incorporated by reference to exhlblt 5to the Schedule 13D ﬁled by

10.16

Mitsui on April 10, 2003). - - 4 5

‘Purchase’ Agreement by and between Mitsui & Co Tiad., Mitsui*& Co. (U.5.A.}, Inc., International

Motor Cars Group I, L.L.C,, International Motor Care Group II, L.L.C., Penske Corporation, Penske .
Automotive Holdings Corp, and United Auto Group, Inc. (mcorporated by reference to exhibit 10.1 to
our Form 8-K filed on. February l7 2004) :
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10.17
10.18

10.19

- 10.20

10.21

12
21
231,
23.2
31
312
32

HBL, LLC Limited Liability Company Agreement date(i Decem'ber 31, 2001, between H.B.L.
Holdings, Inc. and Roger S. Penske, Jr. (incorporated by.reference to exhibit 10.28.1 to registration
statement no. 333-82264 filed February 6, 2002).

Stockholders .Agr‘eemem among International Motor Cars Group II, L.L.C., Penske Aulorhotive
Holdings Corp., Penske Corporation and Mitsui & Co.; Ltd. and Mitsui & Co. (USA), Inc. dated as
of March 26, 2004 (incorporated by reference to exhibit 10.1 to our March 26, 2004 Form 8-K).

VMC Holding Corporation Stockholders’ Agreement dated Aprit 28, 2005 among VMC Holding
Corporation, U.S., Transportation Resource Partners, LP., Penske Truck l.easing Co. LLP., and Opus
Ventures General Partners Limited (incorporated by refcrencc to exhibit IO 1 to our Form 10 Qfiledon
May 35, 2005).

Management Services Agreement dated April 28 2005 among VMC Acqumuon Corporanon
Transportation Resource Advisors LLC., Penske Truck Leasing Co. L.P. and Opus Ventures General
Partner Limited (incorporated by reference to exhibit 10.1 to our Form 10-Q filed on May 5, 2005).

Joint Insurance Agreemem dated August 7, 2006 between us and Penske Corporation (incorporated by
reference to exhibit 10.1 to our Form 10-Q filed August 9 2006)

Computation of Ratio of Earnings to Fixed Charges. “
Subsidiary List -

Consent of Deloitte & Touche LLP.

Consent of KPMG Audit Plc.

" Rule:13(a)- 14(2)/15(d)-14(a) Certification.
"Rule 13(a)-14(a)/15(d)-14(a) Cenification. -

Section 1350 Certifications.:
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MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of United Auto Group, Inc. and subsidiaries (the “Company) is responsible for establishing
-and maintaining-adequate internal control over financial reporting. The Company’s internal control system was
designed to provide reasonable assurance to the Company s management and board of directors that the Company’s
internal control over-financial reporting provides reasonable assurance regarding the  reliability of-financial
reporting and the preparation and presentation of financial statements for external purposes in accordance with
accounting principles generally accepted in the United States of America.

All internal control systems, no matter how well-designed, have inherent limitations. Therefore, even those
systems ‘determined to be effective can provide only reasonable assurance with respect to financial statement
- - preparation and presentation.-

Management assessed the effectiveness of the Company’s intemal control over financial reporting as of
December 31, 2006. In making this assessment, it used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission in fnrernal Control — Integrated Framework. Based on our assessment
we believe that, as of December 31, 2006, the Company’s internal control over financial reporting is effective based
on those criteria.

The Company's independent registered public accounting firm that audited the consolidated financial
staternents included in the Company’s Annual Report on Form 10-K has issued an audit report on our assessment
_of the Company’s internal control over financial reporting. This report appears on page F-3.

United Auto Group, Inc: - ‘ .
* February 28, 2007

MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of 'UAG UK Holdings Limited and subsidiaries (the “Company”) is responsible for
‘establishing and maintaining adequate internal control over financial reporting. The Company’s iniemal control
“system was designed to provide reasonable assurance to the Company’s management and board of directors that the
Company’s internal contro] over financial reporting provides reasonable assurance regarding the reliability of
financial reporting and the preparation and presentation of financial statements for external purposes in accordance
-with accounting principles generally accepted in the United States of America. :

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those
systems determined to be effective can provide only reasonable assurance wnh respect (o ﬁnanc1a] statement
preparatlon and presentanon -

- Management assessed the effectiveness of the Company’s internal control ‘over financial reporting as of
December 31, 2006. In making this assessment, it used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission in Internal Control — Integrated Fi ramework. Based on our assessment _
* we believe that, as of Decembcr 31, 2006 the Company’s internal control over financial reporting is effective based
on those criteria. ' . :

The Company’s independent registered public accoumi'n-g_ firm that audited the consolidated financial .
statements of UAG UK Holdings Limited has issued an audit report on our assessment of the Company’s internal

. control over financial repomng This report appears on page F-3.

UAG UK Holdmgs Limited
_February 28, 2007
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REPORT OF INDEPENDENT REGISTERED .PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of United Auto Group, Inc,
Bloomfield Hills, Michigan ' .

We have audited management’s assessment, included in the accompanying Management Report on Internal
Control Over Financial Reporting, that United Auto Group, Inc. and subsidiaries (the “Company”) maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Com-
mission, The Company’s management is responsible for maintaining effective internal control over financial
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our resporisibility is
to express an opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal
control over financial reporting based on our audit. We did not examine the effectiveness of internal éonu:pl over
financial reporting of UAG UK Holdings Limited and subsidiaries, (a consolidated subsidiary) whose financial
statements reflect total assets, revenues and income from continuing operations constituting 32%, 31% and
35% percent, respectively, of the related consolidated financial statement amounts as of and for the year ended
December 31, 2006. The effectiveness of UAG UK Holdings Limited and subsidiaries” internal control over
financial reporting was audited by other auditors whose report has been furnished to us, and our opinions, insofar as
they relate to the effectiveness of UAG UK Holdings Limited and subsidiaries’ internal control over financial
reporting, are based solely on the report of other auditors.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Our audit
included obtaining an understanding of internal control over financial reporting, evalualing management’s

-assessment, testing and evaluating the design and operating effectiveness of internal controi, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit and the report of
the other auditors provide a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed by, or under the supervision of, the
company’s principal executive and principal financial officers, or persons performing similar functions, and
effected by the company’s board of directors, management, and other personnel to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that; in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of the inherent limitations of internal control over financial reporting, including the possibility of
collusion or improper management override of controls, material misstatements due to error or fraud may not be
prevented or detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal
control over financial reporting to future periods are subject to the risk that the controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate,

In our opinion, based on our audit and the report of the other auditors, management’s assessment that the
Company maintained effective internal control over financial reporting as of December 31, 2006, is fairly stated, in
all material respects, based on the criteria established in fnternal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Also, in our opinion, based on our audit and
the report of other auditors, the Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2006, based on the criteria established in Internal Control — Integraied
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission.
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We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board
{United States), the comohdated financial statements and financial statement schedule as of and for the year ended:
December 31, 2006. Our’ report dated February 28,2007 expressed an unqualified opinion on those consolidated
financial statements and financial statement schedule based on our’audit and the report of other auditors, and
_includes an explanatory paragraph relatmg to the Company electing application of Staff Accountmg Bulletin
~ No. 108, “Considering- the Effects of Priot Year Mlsstatcmemq when Quantifying Mmlalemenls in Currem Year
Fmanc1al Statcmems ' ' '

AR . o " s/ Deloitte & Touche LLP -

s

Detroit, Michigan
. February 28, 2007
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REPORT OF INDEPENDENT-REtﬁSTERED PUBLIC,ACCOUNTING FIRM

The Board of Directors and Stockholders . ‘ ‘ -
UAG UK Holdings Limited: C

We have audited management’s assessment mcluded in the accompanying Management Report on Internal
Control Over Financial Reporting, that UAG UK Holdings Limited and Subsidiaries (the “Compiny”) maintained
effective internal control over financial reporting as of December 31, 2006, based on criteria establlshed in Internal
Control — Inregrated Framework issued by the Commntee of Sponsonng Organizations of the Tréadway Com-

. 1o expréss an opinion on- managemenl s assessment and an oplmon on the effectweness of the Company s internal
-comrol over financial reporting based on our audit." -

: .We conducted our audit in accordance with the standards of the Public Company Accounting Qversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about

~ whether effective internal control over financial repomng was’ mamtamed in all material respects Our audit
included obtammg an understandlng of internal’ control over financial - reportlng, evaluating management’s

reasonable basis for our opinion.-

,-A company’s internal control o»;-er financial reportmg isa process designed to provide reasonable assurance
regardmg the rehabrhty of fi nancnal reporting and the preparauon of ﬁnanmal statements, for external purposes in
accordance with generally accepted accounting. pnnc1ples ‘A company s lnternal control over financral reporting

- includés those pohcles and procedures that (1) pertam to the’ mamtenance of records that in reasonable deta1l

assurance that transacuons are recorded as necessary (o pemm preparauon of ﬁnanc1al statements in accordance
with generally accepted accountmg pnnc1ples and that feceipts and expendltures of the company are bemg made
only in accordance with authorizations of management and directors of the’ company; and (3) provide reasonable

- assurance regarding prevention or timely, detection of unauthorized-acquisition, use, or disposition of the company ’s
assets that could have a material effect on the Financial statéments.

Because of its tnherent Ilmltations lnternal control over ﬁnanual reporting may not prevent or detect

controls may become inadequate because of changes in conditions, or that the degree of compliance with- the
~ policies or procedures may deterlorate

L3

financial reporting as of December 31, 2006, is fairly stated inall matenal respects, based on criteria established in

- Inrernal Control — Integrated Framework issued by the Comrmttee of Sponsoring Orgamzauons of the Treadway

o ) Commlsslon -Also0, in our opinion, the Company maintained, in all material respects, effecnvemternal control over

; “financial reporting as of December 31, 2006, based on criteria established in Internal Control — Integrated
) .- Framework 1ssued by the Committee of Sponsonng Orgamzauons of the Treadway Commlssmn

. We also have auditéd, in.accordance with the; standards of the Publlc Company Accountmg Oversight Board

{United States), the consolidated balance sheets of the Company as of December 31, 2006 and 2003, and the related
consolldated statements of operations, stockholders’ equity and comprehenswe income, and cash flows for.cach of

_ the years in the threé-year penod ended December 31, 2006, and ‘our report dated February 28, 2007 expressed an, -

U unquallﬂed opinion on those consolidated financial statements and-includes'an explanatory paragraph relating to
thé, Company electing application of Staff Accounting Bulletin No. 108 “Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements.”

e k /s/ - KPMG Audit Plc

o Birmingham, United Kingdom -
“+ - February 28, 2007

* mission. The ‘Company’s- management is respon51ble for mamtammg -effective ‘internal control ‘over financial - -
' . reporting and for its assessment of the effectiveness of iriterna toritrol over financial reporting. Our responsibility is+

" assessment, lesting and: evaluating’ the deS|gn and operaung effectiveness of internal control, and performing ™
such other procedures as we cons1dered necessary in the crrcumstances ‘We belleve that our audit provides a

accurately and fairly reflect the transactions and dlSpOSlthl’lS of the assets of the company, (2) provide reasonable‘

) mlsstatements Also, prolecnons of any evaluation of éffectiveness 10 future periods are subject to the risk lhat'._ .

In our opinion, management’s assessment that the Company , mamtamed effective mternal control over.




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
~To the Board of Directors and Stockholders of United Auto Group, Inc. | Y . Lo :
Bloomfield Hills, Mtchtgan : ‘ - -

We.have audited the accompanying consolidated balance sheets of United Auto Group, Inc. and subsidiaries
(the “Company™) as of December 31, 2006 and 2005, .and the related consolidated statements of income,
stockholders’ equity and comprehensive income (loss), and cash flows for each of the three years in the period
ended December 31, 2006. Our audits also included the financial statement schedule listed in Ttem .15. These-
financial statements and financial statement schedule are the responsibility of the Company’s management. Our
responsibility is to express an opinion on the financial statements and financial statement schedule based on.our
audits. We did not audit the financial statements of UAG UK Holdings"Limited and subsidiaries.(a consolidated -
subsidiary) for the years ended December 31, 2006, 2005 and 2004, which statements reflect total assets
constituting 32% and 23% of the Company’s consolidated total assets as of December 31, 2006 and 2005, and -
total revenues constituting 31%,:29% and 29% of the Company s consotidated total revénues and 35%, 30% and .
33% of income from continuing operatlons for the years eided December 31, 2006, 2005 and 2004, respectively. '
" Those statements were audited by other audltors whose report has been furnished to us, and our Opll‘ll()n insofar as it
relates to the amounts included for UAG UK Holdlngs lelted and subaldlaneq is based solely on the report of such
other auditors.

‘We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States) Those’ standards require that we plan and perform the audit to obtain reasonable assurance about
.whether the financtal Statements are free of materlal mlsstatement An audit includes examlnmg, ona test basrs
evidénce qupportmg “the amounts dnd dlsclosures in the ﬁnanctal statemnents. An audlt also mcludes assessmg the'
accounting principles used and stgmﬁcant estimates made by management, as well as evaluatmg the overall
financial statement presentalron We belleve that our audlts and the report of other audltors provrde a reasonable
basis for our oplmon - '

In our opmlon based on our audits and the report of other audltors such consolldated financial statements
present fairly, in ail material respects, the financial position of the Company at Decémber 31, 2006 and 2005, and
the results of its operauons and its cash flows for each of the three years m ‘the penod ended December 31, 2006 in
conformlty with accounting principles generally accepted i in the United States of America. Also, in our opinion,
based on our audits and (as to the amounts included for UAG UK Holdmgs Ltmlted and subsidiaries) the report of
other auditors, such financial statement schedule, when considered in relation’ to the basic consolidated ﬁnancnal
statements taken asa whole, presents fatrly in all material respects the 1nformdt|on set-forth therein.

As discussed in Note 1'to the consolidated financial statements effective January 1, 2006, the Company*
elected application of Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year Misstatements
when Quantlfylng Mlsstatements in Current Year Financial Statements”. b "

We have also audited, in accordance with the standards of the Public Company Accounting Oversight Board -
(United States), the effectiveness of the Company’s internal control over financial reporting as of December 31, -
. 2006, based on the criteria:established in Internal Control — Integrated Framework issued by the Committee of

Sponsoring Orgamzauons of the Treadway Commission and' our report dated Febmary 28, 2007 expressed an
unqualified opinion on management’s assessment of the effectiveness of the Company’s internal control over:
financial reporting and an unqualified opinion on the effectiveness of the Company’s internal control over financial -
reporting based on our audits and the report of other auditors. - - .. ) '

fs/ Deloitte & Touche LLP .

Detroit, Michigan
February 28, 2007




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

. The Board of Directors and Stockholders
UAG UK Holdings lelted

We-have audited lhe consolidated balance sheets of UAG UK Holdings Limited and subsidiaries (the
“Company™) as of December 31, 2006 and 2003, and the related consolidated statements of income, stockholder’s
equity and comprehensive income (loss), and cash flows for each of the years in the three-year period ended
December 31, 2006. These consolidated financial statements are the responsibility of the Company’s managemem

. Our responmblluy is Lo express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accountin g Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are freé of material misstatement. An audit includes examining, on a.test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accountmg prmcnplcs used and significant estimates made by management, as well as evaluating the overalll
financial statement presentation. We believe that our audits provnde a reasonable basis for our opinion. '

In our opinion, the consolidated financial statements referred to abovg: present fairly, in all material respects, -
the financial position of the Company and subsidiaries as of December 31, 2006 and 2005, and the results of their
operations ‘and their cash flows for each of the years in the three-year penod ended December 31, 2006, in
conformlty with U.S. generally accepted accounting principles.

As dlscussed in Note 1 to the consolidated financial statements, the Company elected application of Staff
Accountmg Bulletin No. 108 “Considering the Effects of Prior Year Misstatenients when Quantifying Misstate-
ments in:Current Year Financial Statements.” We also have audited, in accordance with the standards of the Public'-
Company Accounting Oversight Board (United States), the effectiveness of UAG. UK Holdmgs Limited’s internal’
control over financial reporting as of December 31, 2006, based on criteria- established in fnterndl Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treac'l\_#ay Commission, and our
report dated February 28, 2007 expressed an unqualified opinion on management’s assessment of, and the effective’
operation of, internal control over financial reporting.

/s KPMG- Audit Plc

- Birmingham, United Kingdom ' R
February 28, 2007 ’ '




UNITED AUTO GROUP, INC.
CONSOLIDATED BALANCE SHEETS

. ASSETS

Cash and cash equivalents .. ... . ... ... . ... . . .

. Accounts receivable, net of allowance for doubtful accounts of $2,855 and $3,933,
as of December 31, 2006 and 2005, respectively . . ...... ... .. .. . ...
Inventories, net. . . ....... .. i e TP

" Other current-assets . ........... e .
Assetsheld forsale ... Lo
Total current assets . .. ......... FE S .
Property and equipment, net. . . ... ... PO ..
Goodwill .. ....... ... ... .... PN DU L.
Franchise value ... .. 0. .. .. . e
Other assets . .. ........... oo RET N e
Total Assets .. .~ ......... P LTI

) LIABILITIES AND STOCKHOLDERS’ EQUITY

Floor plan notes payable. . ... . ...l .o ot
 Floor plan notes payable —non-trade . . . ......... .. ... ... A .
. Agcounts payable . . ... STl R IO
Accrued expenses. ... ... R e e e e e

. Current portion_of long term debt L i e e e e e
Liabilities held fot sale. ... .. .. e S PP )

_ Total current liabilities . ... ... e L .
Long-termdebt . ... ... . . ... e
Other long-term liabilities. .o+ .. .ol IR P PP
Total Liabilities . ... ... . e

. Commitments and commgcnt llabllmes
Stockholders’ Equity’
Preferred Stock, $0.0001 par vaiue; IOO f.hares authonzed none mued and

oulstandmg. . ._.' A .
Commeon’ Siock, $0 0001 par value, 240,000 shares authorized; 94,468 shares
_issued at December 31, 2006; 93,767 shares issued at December 31, 2005 . . . . .

Non votmg Common Smck $0. 0001 par va]ue 7,125 shares authorized; none
- issied and. outstandmg
Cla%s C Common Stock, $0.0001 par value, 20,000 shares authorized; none issued

* and outs[andmg o .1., ................................... e

_ Additional paid-in- CAPItAl . oo e .
Retained earnings. . .................... L, e
Accumulated other comprehensive income ... ...

"+ Treasury stock, at cost;.5,306 and 4,306 shares at December 31 2006 and-2005,
respectively

Total Stockholders’ Equity
_ Total Liabilities and Stockholders” Equity . ....... ... 0o, e

" . See Notes to Consolidated Financial Statements.
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December 31,

2006 2005

{In thousands, except
per share amounts)

$ 13,147 -$ 8957
469,516 398,127
1,519,506 1,144,584

71,490 50,209
213,030 310,467

2.286,689 1,912,344
582,646 - 416,099
1,244,171 992.976
" 246,596 . 189.297
109,700 83,457

$4.469,802  $3,594.173

§ 874326 S 785237
297,985 318,034
300,804 . 198,268
214,307 170.606

13,385 3551
52,150 189,239

1,752,957 1,664,935
1,168,666 576,690
252,526 206,816
3,174,149 . 2.448.441

5 5
768,798 746,165
492,704 404,010
79379 . 21,830
(45,233) © _ (26,278)

1,295,653 *-1,145,732

$4.469,802 - $3,594,173




T
~UNITED AUTO GROUP INC.
CONSOLIDATED STATEMENTS OF INCOME
Year Ended December 31,
K 2006 © 2005 2604
o : (In‘thousands',_ excep? per share amounts)
Revenue ‘ . :
New vehicle . ... . e $ 6,275916 $5,601,187  $4,879,057
Used vehicle. . ............. e e 2,546,009 2,025,532 1,798,841
. Finance and insurance, net . .................. F 249,581 229,575 200,468
* . Service and.parts. . . . . B e S 1,246,288 1,043,859 . 885,339
’.Fleetandwhblesale...............................:.'. 924,519 761,240 624316
Total FEVENNES . . ..o\t e oo 112423130 9,661,393 8,388,021
. ; .Cost of sales: . .
" Newwehicle .........0................ Do 3727135 5,106,889 4,454,724
.. Used vehicle....... e e ceeiaool.o.. 72,330,694 71,845,587 1,646,946
-» Service and parts. ... ....... e e e KRRt 559,305 474,563 408,033
Fleet and wholesale. . . . .................... e 920,710 760,903 = 622,990
“ Total costof sales . .. .. ... . ._9537.844 | 8187942 7,132,693 .
" Gross profit ...l PR L. 1704469 14734517 - 1255328 -
Sellmg, general and administrative expenses ................ 1,356,452 1,154,220 © - 975,409
Deprec:auon and amMOrtZation . . ..o v e . . 44,863 37.551 36,365
" Operating income . . .. . S . . 303,154 281,680 243,554
. Floor plan interest expénse ............................ e (61,565) (47,124), (40,883). -
* -Other interest expense ............ ............... e o (49,173) (49,004) (42,923)
- Equity in earnings of affiliates -. . .. .~ T S .. . 8,201 4,271 5,770
Olhermcome..................f":’....’....w._._' .......... * — — 11,469
Income from continuing operations before income. taxes and™
mmomymterests...‘.............................:. 200,617 189,823 . 176,987
Incpme [@XeSs .. ... T D, . (67,845) (68,870) (65.837)
"Minority interests . ... ... . (2,172) (1,814) (2,047) .
Income from commumg operations ... .................. 130,600 . 119,139 109,103
(Loss) mcome ‘from discontimied Operations, net of tax .. ....... (5,899) (166) . 2584
'Net mcome....’.m..'.‘......'.._‘...... ...... e $ - 124701 $ 118973 | $ 111,687
a Basu: earnings per share: T . ) o B ' A o
. Continuing.operations . . . ............ S, ... 8 140 $. 128 % 1.21 S
.".. . Discontinued operations-.............. P S (0.06) * .. = (0.00) 0.03 cw
i »o Netincome. . ... e ionio 8 13408 128 0§ . 1.24 - :
"7 Shares used in determmmg basic eammgs per share. el B0 793,393 92,832.. 7 89,920 .
Diluted earnings per share: .~ R T . o A
E Commumg operalmns R e n e $ 1 39, $ 27008 . 120 :
., - .Discontinued opefations . ... % ... ... . s Tt “(0.06) - 7 (0.00) - 003 :
"o ., - Net incomme . b L. e Bl s e o0 8 1320 e 127§ w122
Shares used:in delermmmg dxluted eammgs per share [P aeee 94078 0 93932 91 226‘
. Cash dividends per shares . . ......... ... ... T $ 027 87 023 8 021 -
- See Notes to Consolidated Finaneiall Statements.
N F-9
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UNITED AUTO GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS .

See Notes to Consolidated Financial Statements.

F-11

o - . Year Ended Decemb-er 3,
2006 2005 2004
¢ e (In thousands) «

Operating Activities: : _ : _

NEUIRCOME .« . . o e et e e e e e $124701 “$ 118973 $ 111,687

Adjustmems to reconmlc net’ income to net cash from cont:numg operating
activities: . ‘

Depreciation and amortization . .. ... ........vireininain... ....... 44,863 37,551 36.365

* Undistributed earnings of equity method investments . . . . . S e - {7951 (4,271) (4,449)
(Income) loss fmm?discominued'operatibns; netoftax . ... Lo Lo © 5,899 Y166 " {2,584
Gain on sale of investment . . . . .. e PR e — —_— « (11,469)
Deferred income taxes . ... ... e PR T 29,947 17.381 27.368
Mmonly interestss. . . . . S NI N e ey 2172 1,814 2,047
Changee in operating assets and habllmeq L T _ ST A o
Accounts recelvable ................. T '... e T, R - (45_,263) (61,216) (32,093
TAVERMOTIES & v . ' o v e e e IR o o o (209418) 7477 (98,242)
Floor plan notes payable. T O U I SO AR LT 140,180 " 424637 208,049
Accounts payable and accrued expenses.. S P T .:.". - 51,273 (18902)° - 48,522
Other .......... .. ... u.. e e it (16,122) 27,937 (18,609)

.Net cash from continuing operating activities .. .. . ... ....uvirneenen .. 120,281 169,373 266,592

Investing Activities: ' o

Purchase of equipment and improvements ... .......... ... .. seeenzeea. (225058) © (220457 (225,555)

Proceeds from sale-leaseback tramsactions . ... ..... .. ... ..... . 71106,167 118,470 149,076

Dedlershlp acquisitions, net, including repayment of sellers floor plan notes i s
payable of $113,229, $46.045 and $40, 751 respectively”. ... S oL (369,055)- (126,879). (210,084)

Proceeds from sale of investment . ... ... ... ... . . e — .. — 13,566

Net cash from continuing investing aq[ivities T T o (487.946) . (228.866) (272,997)

Financing Activities: L .o R ‘ .. - -

Proceeds from borrowings under U.S. Credit Agreemem ........... PR " 441,500 195,000 303,800

Repayments under U.S. Credit Agreement . . . . . P e . (713,500)° (177,800)  {361,000)

Issuance of subordinated debt . . . .. .. S ..., 350000 T — —

Net borrowings (repayments) of other long-term debt . ... .. e e 60,928 (14,812) (17,057)

Net borrowmgs (repayments) of floor ‘plan notes payable — non- -trade . . ... ... (71,140) 18,445 . (58.841)

Payment of deferred financing costs. . . . .......... [ [ L (17210 — —

Proceeds from the issuance of common stock , ... . .. ... .. e e e e e — = 119,435

Proceeds from exercises of common stock including excess tax benefit . .. .. weee - 18,069 4,673 , 9,936

Repurchase of common stock .. .. ... ... e e s e ©o(1895%) — =

Dividends................... R .. L. {25215) {20,844) (18411

Net cash from commumg ﬁnancmg activities . ..." .. e U 424471 4,662 {22,138)

Dlscontmued operatlons . ) C
Net cash from discontinued operating activities . . ... ......... P, C(62,431) (19.017) 41,525
Net cash from discontinued investing activities .. ......... e - 53,252 76,215 (5,406)
Net cash from discontinued financing acnvmes I . (43,443) (16,957) (2,338)

Net cash from discontinued operations. . .. ......... . Ceee.o {52820 40,241 33,781

Net change in cash and cash equivalents . ... ........... S Ll 4,190 (14,590) 5,238

_ Cash and cash equivalents, beginning of peried. .". .. .. e 8,957 23,547 18,309

Cash and cash equivalents, end of period . . ... ...ttt $ 13,047 $ 8957 § 23547

Supplemental disclosures of cash flow information:

Cash paid for: . ]
T = S $ 105787 $ 98,815 $ 92469
INCOME BAXES . . . ... . 35,230 37461 20,133

Seller financedfassumed debt ... ......... ... .. ... . . 64,168 3,300 5,790



UNITED AUTO GROUP, INC.

NOTES - TO CONSOLIDATED FINANCIAL' STATEMENTS -
{In thousands, except per share amounts)

1. Orgamzatlon and Summary of Significant Accountmg Policies
Business Overview and Concentranons

United Auto Group, Inc. (the “Company”) is engaged in the sale of new and used motor vehiclés and related
products and services, including vehicle service, parts, collision repair, finance and lease coniracts, third-party
insurance products and other aftermarket products. The Company operates dealerships under franchise agreements
with a number of dutomotive manufacturers. In accordance with individual franchise agreements, each dealership is
subject to certain rights and res[i‘ictiom typical of the industry. The ability of the manufacturers to influence the .
operations of the dealerships, or the loss of a franchise agreement, could have a material impact on the Company §
operating results, financial position or cash flows. For the year ended, December 31, 2006, Toyota/Lexus brands
accounted for 21% of the Company’s total revenues; BMW/MINI accounted for 18%, Honda/Acura accounled for
16% DaimlerChrysler brands accounted for 11%-and Ford-brands accounted for. 10%. No other. manufacturer .
accounted for more than 10% of ouf total revenue. At December 31, 2006 and 2005, the Company had receivables
from manufacturers of $89,520 and $78.456, respectively. In addition, a large portion of the Company s contracts in
transit are due from manufacturers captive finance SUb‘itdlaﬂCS

Basrs of Presentatton

The consolidated financial staternénts include all ma_]omy owned 9ubs1d1anes Investments in_affitiated
companies, typically repreqentm g an ownership interest in the votmg stock of the affi llate of between 20% and 50%,
are stated at cost of acquisition plus the Company’s equity in undistributed net income since acquisition.
Investments representing less than a 20% ownership interest in'the voting stock of a'company are stated at cost.
All significant inleréomp’any' accounts and transactions have been eliminated in-consolidation. .

The consolidated financial siatements have been updated for entities that have been treated as discontinued
-operations through December 31, 2006 in accordance with Statement of Financial Accounlmg Standards ( *SFAS™)
No 144, Accounting for the [mpalrment or Disposal of Long -Lived Assets. -

On June 1, 2006, the Company effected a two-for-one split of its voting common stock in the form of stock
dividend. Shareholders of record as of May 11, 2006 received one additional share for each sharé owned. All share

.

and per share information herein reflects the stock split. - -

In September 2006, the SEC released Staff Accounting Bulletin No. 108, “Con31denng the Effects of Prior
Year Misstatements When Quantifying Misstatements in Current Year Financial Statements™ (“SAB 108"}, which
permits the Company to adjust for the cumulative effect of prior period immaterial errors in the carrying amount of -
assets and liabilities as of the beginning of the current fiscal year, with an offsetting adjustment to the opening
balance of retained earnings in the year of adoption. SAB 108 requires the adjustment of any prior quarterly
financial statements within the fiscal year of adoption for the effects of such errors on the quarters when the
information is next presented. Such adjustments do not require previously filed reports with the SEC to be amended.
SAB 108 was effective for the Company for the fiscal year ending December 31, 2006. As a result, the Company has
adjusted its opening retained earnings for fiscal 2006 and its financial results for the first three quarters of fiscal
2006 1o correct errors related to operating leases with scheduled rent increases which were not accounted for on a
straight line basis over the rental period and were previously considered not to be material errors in each individual
period. A summary of the amounts of the errors follows: ' '

- 2006
Cumutative effect on stockholders’ equity as of Januvary 1,. ... ...... ... ... ... .... $(10,792) ’
* Effect on: .
Net income for the three months ended March 31, . ............... e $ (138)
Net income for the three months ended June 30, ... ... .. .. ... ... ... . ........ $  (143)
Net income for the three months ended September 30, . ... ... ... ... ... ... $ (143)
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i - Results for the year ended December 31, 2005 include. $8 163 ($5,200 after-tax) of earnings attributable to the -
R sale of all the remaining variable proﬁts relating to:the pool of extended service. contracts sold at the Company’s

3 dealershlps from 2001 through 2005 In addition, 2004 results include an $1 1 469 ($7.203 after tax) gain resulting
"~ from the sale of an investment and an $8, 426 (35, 292 after tax) gain resulting from a refund of UK, consumptlon ]

taxes. These gains were offset.in part by non-cash. charges of $7,834 (34,920 after tax) pr1nc1pally in connection

*-with the planned, relocation of certain U.K. franchises as_.part of the Company’s ongoing facility enhancement
. program. " - ' “ C

- ’
L8t B -
vt -

i - . BN '

: Estinrates .

e ne v
s

s

The 'preparatlon of finanmal statements 1n conformtty wrth accountlng pnnmples generally accepted in the -

Umted States of Amertca requrres management to make estrmates ancl assumpuons that affect the reponed amounts
- of assets and llabllmes the dtsclosure of contmgent assets and llablhtles at the date of the ﬁnanc1al statements and

the reported amounts. of revenues and expenses during the repomng perrod Actual results eould d1ffer from those -
' estimates: The accounts requrrmg the useof srgmﬁcant estlmates include accounts recervable 1nvenl0r1es income

taxes, lntanglble asets and certdm reserves . e

R

CashandCasthuwalents N o o Cae T o s

ICERRE T B

Cash and cash equ1valents mclude all h1 ghly liquid i mvestments that have an’ orlgma] matunty ‘of three months
. ‘L‘,_ :"'v' .:. r. ,__‘. P R ‘;v "
> -;’.." A} T - ‘.'_"_. i R '~"a-_ ‘;. . £ . -

.\.. - . N K . . B .
Contracts in Transit : et N

'- o Contracts in. transn represent customer ﬁnance contracts’ evrdencmg loanﬁagreements or lease agreements
betvveen the Company, as creditor, and the customer, as borrower, to acqurre or lease a vehicle whereby a third-party
~finance source has: glven the Company initial, non- bmdlng approval to'assume the Company s position as creditor.
:" Funding and final approval from the ﬁnance source is provided upon the ﬁnance source’s review of the loan or lease

agreement and.related documentation executed by the customer. at the dealershlp These finance, contracts are
_typically funded within ten.days of the initial approval of the financé transaction by the third- -party finance source. \

‘Further, the finance source is not contractual]y obligated to make the loan or lease to the.customer until it glves its

ﬁnal approval ‘and funds the Iransactron Until such fi ial approval is given, contracts m transit represent ‘amounts - -
~due froni'the customer- to the Company Contracts in transit, included in accounts’ recelvable net in the Company s

consohdated balance sheets, amounted-to $182,773 and $158 9357as of December 31 2006 'and 2005; respectlvely

. Inventories are stated at the lower of cost or market, Cost for new and used vehicle inventories is determined
using the-specific identification method. Cost for parts, accessories and other inventories are based on factory list
prices.

Pmperty and Equ rpment

- Property and equipment are recorded at cost and deprecmted over estlmated useful lives using the straight-line
method. Useful lives for purposes of computing depreciation for assets, other than equipment under capital lease
and leasehold improvements, are between 3 and 15 years. Leasehold improvements and equipment under capltal
lease are deprecrated over the shorter of the term of the lease or the estlmated useful life of the asset.

Expenditures- relating t_o recurring repalr and maintenance are expensed as incurred. Expenditures that
increase the useful lifée or Substantially increase the serviceability of an existing asset are capitalized. When
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equipment is sold or otherwise disposed of, the cost and related accumulated depreciation are removed from the

balance sheet, with-any resulting gain or loss:being reflected in income.-’

I3

L e

_ Inconie Taxes .
St P . N . - . . oo ' ! .

Tax regulations may require items to "be included in the fax return at different times than such items ‘are
reflected in the financial statements. Some of these differences are permanent such as expenses which are not - -
deductible on the tax returh, and some are timing differences, such as the timing of deprecratron expense. Timing
differences create deferred tax assets and liabilities. Deferred tax assets generally represent items that can be used as
a tax deduction or credit i in the tax return in future years for which the ‘Company has.already recorded the tax effect
in its financial statements Deferred tax habtlmes general]y represent deductions takén on the (ax return that have
not yet béen recogmzed as an expense in the Company s financial statements The Company estabhshes valuatlon
allowances for deferred tax assets if it is more likely than not ‘that the amount of expected future taxable mcome w1|l
not be sufﬁcrent to allow the use of the deduct1on or credlt o oo o e

B T C - . o w v

-
fa

. Iri't'angible'Assets. '_ o - ‘ - _ o . : T _?'

.."

The Company $ pnnctpal mtanglble assets relate to. its franchne agreements wnh veh1cle manufacturers e

which represent the est1mated value sof franchlses acqutred in,business: combmattons and: goodw1ll wh1ch
represents the excess of cost over the fair value of tangible and identified 1ntangtble assets acqulred in connection
with business combinations. The Company belteves [he franchise. value of its dealersh1ps has an lndeﬁmte useful
l1fe based on the followmg facts: ST o P

PR |

.. Automottve retallmg lS a mature. mdustry and is based on franchlse agreements wnth the vehtc]e
_ ,' manufacturers S, s e e s : : N

T

.

e Therc are no known changes or events that would alter the automonve retallmg franchlse envrronment

. Certam franehlse agreemem terms are 1ndeﬁn1te

e Franchlse agreements that have llm1ted terms- have hrstorlcally been renewed wrthout substanual

cost and Taho : B

[N .

RETIRN Foa e

.- . The Company 8 hlslory shows that manufacturers have not termmaled it’s franch1se agreements

The fo]lowmg 1sa summary of the changes in the carrymg amount of goodwill and franchlse value durmg the |
years ended December 31, 2006 and 2005: - o

.t

Franchise
. .- . Goodwill - Value
Balance — December 31,2004, ... ... . i $ 994754  $178,092
Additions during 2003 . .. .. 21,175 19.277
Deletions during 2005 .. ... .. .. ... .. e (1,081) ©(590)
Foreign currency translation ... ... ........ ... .. ... .. .. I P (-21,872) (7,482)
Balance — December 31,2005 . ... 7. ............0 .. 0 ... S8 992976 $189,297
Additions durmg 2006 . . .'.‘ P EERTER 217,249 47,832
Foreign currency LranSIation . . .. .. e . 33946 9,467
Balance — December 31,2006. .. .......... P IR O$1,244171 $246,596
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As of December 31, 2006 and 2005, approxlmate!y $673,146 and $575,054, respectively, of the Company s
goodwill is- deductible for tax purposes. The Company has:established” deferred tax liabilities relaled to the
temporary dlfferences _arising from such tax deducllb]e goodw1]]

.
. . Ay .- . - 4
. . ' L

.’mpairment Testing . , Lo . C e o

. a

Franchise value 1mpa1rmem is asscssed at lcasl annual]y through a companson of Ihe carrying amounts of our
franchises with their estimated fair valués. An 1nd1c¢1[or of i lmpalrmem exists if the carrying value of a franchise
exceeds its estimated fair value'and an impairmient loss may be recognized equal to that excess. The Company also
evaluates franchises in connection with the annual impairment testing to determine whether events and cifcum-
stances continue to support managemcnl s asscssmenl that the franchise has an mdeﬁmtc life. ’

'.e
- Goodwﬂl impairment is assessed al least annua]]y at the repomng umt level An mdlcator ofi lmpamnenl emsts
if the carrying amount of the reporting unit, including. goodw:ll is determmed to exceed its estimated fair value., f
an lndl(.dllon of impairment exists, the impairment is measured by comparing. the 1mplied fair value of the repomng.
unit goodwﬂ] with the carrying amount of that goodw1]] ancl an lmpmrment loss may be- recogmzed equal to that _
excess.

The fair values of franchise value and goodwill are determined using a dlscounted cash flow approach which
includes assumptions that include revenue and prohto.blllty growth franchise profit mdrglnq residual values and
our,cost of capital. If future events and circumstarices cause SIgnlf'canL ¢hanges in the assumpuons underlying the
Company’s analysis which results in a reduction of the Company s estimates of fair value, the Company.may incur
an 1mparnnem charge o - - S e -

Investm'ents'-' I

Investments include marketable securities and investments in businesses accounted. for under the -equity
method and the cost method. Marketable securities include investments in debt and -equity securities. Marketable
securities held by the Company are typically classified as available for sale and are stated at fair value in the balance
sheet with unrealized gains and losses. included in othef comprehensive income (loss), a separate componem of
stockholders’ equity. Declines in investment values that are deemed to be other than temporary- would be an
indicator of impairment and may result in an impairment charge reducing the investments’ carrying value to fair
value. A majority of the Company’s investments are in joint venture relationships. Such joint venitures relationships
are accounted for under the equity method, pursuant to which the Company records its proportionate share of the
Joint venture’s income each period. As of December 31, 2006 and 2005, the Company had $I3 ]00 and $7,600,
respectively, of i mvestments accounted for under the cost method.

.

The Company and Sirius Satellite Radio lnc (“Smus ") have agreed to jointly promote Sirius Satellite Radio
service, Pursuant to the terms of the arrangement with Sirius. The Company’s dealerships-in the U.S. endeavor to
order a significant percentage of éligible vehicles with a factory installed Sirius radio. The Company and Sirius
have also agreed to jointly market the Sirius service under a best efforts arrangement through January 4, 2009. The
"Company’s costs relating to such marketing initiatives are expensed as incurred. As compensation for its efforts, the
Company received warrants to purchase shares of Sirius common stock in 2004 that are being earned ratably on an
annual basis through January 2009. The Company measures the fair value of the warrants earned ratably on the date
they are earned as there are no significant disincentives for non-performance, Since the Company can reasonably
estimate the number of warrants being earned pursoanl to the ratable schedule, the estimated fair value (based on
current fair value) of these warrants is being' recognized ratably during each annual period.

-+ The Company also has received the right to earn additional warrants to purchase Sirius common stock based
upon the sale of certain units of specified vehicle brands through December 31, 2007, Since the Company cannot
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reasonably estimate the number of warrants that will be earned subjecl to the sale of units, the fair value of these
warrants is being récognized when they are: earned TR

As of December 31, 2006, The Company had $4 082 ofi lnvestments in Smus common stock and warrants to
purchase common stock that were classified as trading securities for which unréalized § gains and losses have been-
included in earnings. The value of Sirius stock has been and is expected to be subject to significant fluctuations,
which may result in varlabllny in the amoum the Company earns under this arrangemenl The warrants may be
cancelled upon the termination of the arrangement m January 2009 and the Company may nol be able to achreve the
performance largets outlined in the warrams ) )

" F ore:gn Currency Translatwn .

For all forelgn operatlone lhe functlonal currency is the local currency The revenue, and expense accounts of
Ihe Company’s.foreign’ operations are translated into U. S. dollars usmg ‘the average exchange rates that prevailed
during the period. Assets and liabilities of foreign operauons are translated into U.S. dollars using period end
“exchange Tates. Cumulative translation adjustments relating to forelgn functional currency assets and liabilitiés are
recorded in accumulated other comprehensrve income (loss). a separate component of stockholders’ equity.

-
¢ 3

Farr Va[ue of. Fmanczal Instrumenm S ‘ . R

- Financial mstruments consist of cash and cash’ equwdlems accounts receivable, accounts payable debt, floor
plan notes payable, and mterest rate swaps used to hedge futire cash flows, Olher than our subordinated’ notes and
interest rate swaps:the carrying amount of all mgmﬁcam findnCIal instruments approximates fair value due either to

length of maturity or the existence of vanable interest rates that approximate prevailing market rates. A summary of )

-

the fair value of the subordlnated notes and mterest ra(e swap, based on quoled market da[a follows:

December 31, Dectmber 3, -
. : 2006 C 2005
$300.000, 9.625% Senior Subordinated Notes due 2012 ... ... ... $316,050 $314.413
$375, 000 7.75% Senior Subordmated Notes due 2016 ... ...... ... 375468 | .. —
, '. $375.000. 3.5% Senior Subordinated Convertible Noles due 2026 ..... 433,172‘5-"' _ .=

Interest rate: SWAp. ... SR . 1.369 4,660

Revenue R;?cognitr'on
Vehicle, Parts and Servtce Sales

The Company records revenue when vehicles are delrvered and title has passed to the customer, when vehle]e
service or repair work is performed and when parts are delivered to the Company’s cistomers. Sales promotions
that the Company offers to customers are accounted for as a reduction of revenue at the time of sale. Rebates and
other incentives offered-directly to the Company by manufacturers are recognized as earned.

Ve
\

Finance and Insurance Sales

Subsequent to the sale of the vehicle to a customer, the Company sells its credit contracts to various financial
institutions on a non-recourse basis to mitigate the risk of default. The Company receives a commission equal to
either the difference between the interest rates charged to customers and the interest rates set by the financing
institution or a flat fee. The Company also receives commissions for facilitating the sale of various third-party
insurance products to customers, including credit and life insurance policies and extended service contracts. These
commissions are recorded as revenue at the time the customer enters into the contract. In the case of finance
‘contracts, a customer may prepay or fail to pay their contract, thereby terminating the contract. Customers may also
terminate extended service contracts and other insurance products, which are fully paid at purchase, and become
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- *

1

%

ehgrble for reflinds: of unused premrums In these circumstances, a pomon of the commissions the Company
received may ‘e .charged back based on the terms of the contracts. “The revenue the Company récords relating to
these transacnons is net of ‘an esttmate of the amount of chargebacks the Company will be required to pay. This
estrmate is based upon the Company s h1stoncal experience with similar contracts, including the impact of
refi nance and default rates on rétail finance contracts and cancellauon rates on extended service contracts and other
insurance products. ) e :

Sales Tax PR — '...'; S \

- 5
-2

The Company excludes sales, tax collected from customers and pard to taxmg authorities from revenue

- >

?

' *»,‘- ‘e
e 3

Def ned Contrtbutwn Plans o - : s TR T =
R W
L The Company sponsors a'number of,, deﬁned contnbutron plans covermg a srgmﬁcant majonty of the
Company s employees. Company contrlbuuons 10° such ,plans are: cllscreuonary and are based on the. level of -
compensauon and contributions by plan part1c1pants The Company 1ncurred expense of $9,596, $8,3 15 and $7, 484 -

relatmg to such plans dunng the years ended December 31 2006 2005 and 2004, respectlvely
Advemsmg — . 3 7 -

.

- . - -v‘.'
_«..;,1 Vo

Advertrsmg COSts are expensed as- 1ncurred or when such advemsrng takes place. The Company incurred net
advemsmg costs: of. $86,734, $74 272 and $69,487 during the years ended December 31, 2006, 2005,and 2004,
respectlvely Qualtﬁed advertlsmg expendrtures relmbursed by manufacturers Wthh are treated as d reductlon of

"7 advert:smg expense were $8 123 $8 240 and $7 978 dunng the years ended December 31 2006 2005 and 2004

respecttvely
] B

Se{flnsurance‘--' R -‘-f:' oo
£, [ - . a‘.' ceom ‘/

The Company retams nsk relanng to certam of 1ts general habrlrty msurance workers compensanon

msurance a. physrcal damage insurance, property msurance and employee medrcal beneﬁts in the Umted States.

Asa result -the Company is llke]y to be responsrble for a ma_]onty of the clarms and losses incurred under these‘

programs The -amount of: risk retarned varies by program, and, for} certarn exposures, the Company has pre-
deterrnmed maxrmum exposure IlmlIS for certain mdwrdual clarms and/or msurance perrods Losses if any, above
the pre determrned exposure limits are pa1d by thlrd-party 1nsurance carriers. The Company’s es)trmate of future
losses is prepared by. management using the Company s hrstoncal loss expertence and mdustry-based development

o

factors o _ o .- ‘

Eammgs Per Share

Basic't earmngs per share is cornputed using incorne-and the welghted average shares of’ votmg common stock

‘

. outstandmg Diliited -earnings per. share is computed using income and the weighted average shares of votmg :

common stock outstandmg, adjusted for the dilutive efféct of stock options and- restrlcted stock: A reconcrlratton of
I Sos
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the number of shares used in the calculation of basic'and diluted earnings per share for the years ended

December 31, 2006, 2005 and 2004 follows:

Yeer Ended December 31,

1

2006 2005 2004 . )
Weighted average number of common shares outstandmg ........... 93,393 92,832 89920
Effect of stock options .. ........ ... ... .. ..... I 425 820 890
Effect of restricted stock . .. ............. i P 360 280 416
'Welghted average humber of common shares outstandmg, 1ncludmg A
effect of dilutive securities. . . ... ...... T e 94,178 93932 91226

In addition, the Company has senior subordmated convemble notes outstandmg ‘which,’ under certaln
errcumstances discussed in'Note 7, may be convertéd to voting common stock. As of December 31, 2006, no
voting common shares were included in the calculauon of dlluted earnlngs per share’ because the effect of such
securities was not dilutive. ’ - ) . :

Hedging e

SFAS No. 133 Accountmg for Derlvatlve Inqtrumenls and Hedging Actlvmes .as amended and interpreted,
estabhshes accourmng and reporting standards for derivative instruments; mcludmg certain derivative instruments -
embedded in other contracts, and for hedging activities. Under SFAS No. 133, all derivatives, whether designated in
""hedging relationships or not, are required.to be recorded on the balance sheet at fair value. SFAS No. 133 defines
requirements for designation and documentation of hedging relationships, as well as ongoing effectiveness
assessments, which must.be met in order to qualify for hedge accounting. For a derivative that does not qualify
as a hedge, changes in fair value are recorded in earnings lmmedlately If the derivative is cle51gnated in a fair-value
hedge, the changes in the fair value of the derivative and the hedged item are recorded in earnings. ‘Ifthe derivative is
designated in a cash-flow hedge, effective changes in the fair value of the derivative are recorded in other
comprehensive income (loss) and recorded in the income statement when the hedged item affects eamings.
Changes in the - farr value of the derwdnve artnbutable o hedge meffectweness are recorded in- earnings
1mmedlalely -

-

Stock-Based Compensation

The Company elected to adopt SFAS No. 123(R), “Share-Based Payment,” as amended and interpreted,
effective July 1, 2005. The Company utilized the modified prospective method approach, pursuant to which the
Company has Tecorded compensation expense for all awards granted after July 1, 2005 based on their fair value.
The Company's share-based payments have generally been in the form of “non-vested shares”, the fair value of
which are measured as if they were vested and issued on the grant date.

Prior to July 1, 2005, the Company accounted for stock-based compensation vsing the intrinsic value method
pursuant to Accounting Principles Board (“APB”) Opinion No. 25, “Accounting for Stock Issued to Employees.”
During that time, the Company followed the disclosure only provisions of SFAS No. 123, “Accounting for Stock
Based Compensation,” as interpreted and amended. As a result, no compensation expense was recorded with
respect to option grants. Had the Company elected to recognize compensation expense for option grants using the
fair value method prior to July 1, 2005, the effect on net income and basic and diluted earnings per share would not
have been material for the years ended December 31, 2005 and 2004. See feotnote 12 for a detailed description of
the Company’s stock compensation plans.
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New Accounting Pronouncements

FASB Interpretation (“FIN™) No. 48, “Accounting for Uncertainty in Income Taxes,” prescribes a recognition
threshold and measurement attribute for the financial statement recognition and measurement of tax positions taken
or expected to be taken in tax returns. The benefits of tax positions are recognized if it is more likely than not that the
position will be sustained upon examination by the taxing authorities, who it is presumed have full knowledge of all
relevant information. The amount recognized will be the largest amount of benefit that is greater than ﬁfty percent
likely of being realized upon ultimate settlement. Companies will generally record the change in net assets that
result from the application of FIN No. 48 as an adjusiment to retained eamings. FIN No. 48 became effective for the
Company on January 1, 2007. The Company estimates that the adoption of FIN No, 48 will decrease retained
earnings as of January 1, 2007 by between $3.0 million and $7.0 million.

SFAS No. 157, “Fair Value Measurements” def'mes fair value, establishes a framework for measuring fair
value in generally accepted accounting principles, and expands disclosure requirements relating to fair value
measurements. SFAS No. 157 will be effective for the Company on January I, 2008 The Company is currently
évaluating the impact of this pronouncement.

SFAS No. 159, “The Fair Value Option for Financial Assets and Financial Liabilities” permits entities to
choose to measure many financial instruments and certain other items at fair value and consequently report
unrealized gains and losses on such items in earnings. SFAS No. 159 will be effective for the Company on January 1,
2008. The Company is currently evaluating the impact of this. pronouncement.

2. ' Business Combinations L : - ‘ Sl

The Company acquired fifty four and eleven franchises during 2006 and 2005, respccuvcly The Company’s
financial statements include the results of operations of the acquired dealerships from the date of acquisition.
Purchase price allocations may be subject to final adjustment. Of the total amount allocated to intangible assets,
approximately $98,000 and $31,000 is deductible for tax purposes as of December 31, 2006 and 2005, respectively.
A summary of the aggregate purchase price allocations in each year follows:

December 31,
) _ ‘ 2006 2005
-Accounis receivable . ... ... .. .. L L e 8 24,171 % 11.552
IAVEILOTY . . o v oo e e e e e e e 165,504 66,970
Ol_her CUTTENL ASSEIS. . .ttt e i ie e e Lo 20097 129
Property and equipment ........ S e 70,983 7,640
GOOAWIIL .- 214749 21,175
Franchise value . EEERERTTRRIS [ P T 47,832 19,277
Oer assels .. .. ..ot DR 12,6377 12,646
Current liabilities . .. ................... i (99,060) 7 (7,210)
Non-current liabilities . .. ... ... ... ... ... ... ... . (23,790) —
Total purchase price . e 433,223 132,179
Seller financed/assumed debt. . . ... ..o\ {64,168) (5,300)
Cash used in dealership acquisitions .. ......... ... .. .. .. .. .. .. ... $369,055  $126,879

The following unaudited consolidated pro forma results of operations of the Company for the years ended
~ December 31, 2006 and 2005 give effect to acquisitions consummated during 2006 and 2005 as if they had occurred
on January 1, 2005.
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December 31,

2006 2005
REVENUES . . o .o $11.879,250  $11,492,591
Income from continuing operations. . .. ........ .. .. i 132,118 . 126,831
Net income . ...... S e e 126,219 126,665
Income from continuing operations per diluted common share. . ... .. ' 140 . 135
Net income per diluted common share . . e AP 3 134 % 1.35

3. Discontinued Operations

The Company accounts for dispositions as discontinued operations when it is evident that the operations and
cash ﬂows-of a franchise being disposed of will be eliminated from on-going operations and that the Company will
not have any significant continuing involvement in its operations. [n reaching the determination as to whether the
cash flows of a dealership will be eliminated from ongoing operations, the Company considers whether it is likely
that customers will'migrate to similar franchises that it owns in the same geographic market. The Company's
consideration includes an.evaluation of the brands sold at other dealerships it operates in the market and their
proximity to the disposed dealership. When the Company disposes. of franchises, it typically does not have
- continuing brand representation in that market: If the franchise being disposed of is located in a complex of
Company owned dealerships, the Company does not treat the disposition as a discontinued operation if the
Company believes that the cash flows previously generated by the disposed franchise will be replaced by expanded
operations of the remaining franchises. Combined financial mformauon regarding dealerships accoumed for as
dlscommued operatlons follows : :

'Year Ended Decemh;er 31,

o ‘2006 . 2005 2004
REVENUES .+« v s i ... 386753 . $1323649 $1,622,749
Pre-tax income (loss) ......... e e . (5,051) - (4,8‘42) 2,145
Gain (loss) on dlSpOSdl e e e e (3,9]7)_ - 06,988 2,358

. R December 31, December 31,

. . o 2006 2005
INVER(OREs. . oo s ot ee e DU S 5107259 $167,901
Other assets. ... ...... [RUTI e e ~ 105,771 142,566
Total assets . . . . . . B SO .. 5213030  $310467 .
Floor plan nmges payable (including non-trade) .. .. ... .. U L $ 29274 $159,296
Other liabilities | ... ........... S 22.876 29,943
Total labilities... - ... ... NIRRT U $52,150  $189,239
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4. Inventories

Inventories consisted of the following:

December 31, December 31,

- 2006 2005
New vehicles. .. ...... ... ... ... .. .. i $1,079.073  § -847.695
Used vehicles . . ... e 361.822 233,177
Parts, accessories and other .. ... ... ... .. ... . ... . 78.611 63,712
Total iNVentories, el . [ ..o vt vt e e e PR . $1.519506  $1.144,584

The Company receives non-refundable credits from certain of its vehicle manufacturers that reduce cost of
sales when the vehicles are sold. Such credits amounted to $31,539, $28,632 and $24, 687 durmg the years ended
December 31, 2006, 2005 and 2004, respectively.

5. Property and Equipment

'Properiy and equibment'consisled of the followin.g:

N ’ December 31,
' 2006 2005
Buildings and leasehold improvements . . e e $475923 ° $ 321811
Furniture, fixtures and équipiment .. . . ......... ... .. ... e 270,576 212,079
Total .ot [T U e 746499 - 533,890
Lpgs:_ Accumulated depreciation and amortization . ................. T (163.853) (117,791)
Propertyandequiprhem,net‘................................:.. $ 582,646 $ 416,099

As of Decembcr 31, 2006 -and 2005, approxlmalcly $2,199 and $859, respe(.uvely, of capitalized interest is
mcludcd in bulldmgq and leasehold |mprovements and is being amortized over the useful life of the rclated assets.

6. - Floor Plan Notes Payable — Trade and Non trade

_ The Company fmances substanually all of tts new. and a pomon of its used vehlcle inventories under revolvmg :
floor plan arrangements with various lenders. In the U.S., the floor plan arrangements are due on demand; however,
the Company is generally not required 1o.repay floor plan advances prior to the sale of the vehicles that have been
financed. The Company typically makes monthly interest payments on the. amount financed. Qutside of the U.S.,
substantiatly all of the floor plan arrangements are payable on demand. or have an original maturity of 90 days or
less and the Company is generatly required to repay floor plan advances at the earlier of the sale of lhe vehicles that
have been financed or the-stated maturity. All of the floor plan agreements grant a security interest in substantially
all-of the assets of the Company's dealership subsidiaries. Interest rates under the floor plan arrangements are
variable and i lncrease or decrease based on changes in the prime rate, defned LIBOR or Euro lnterbank Offer Rate..
The  weighted average interest rate on floor plan. borrowmgs was 6.1%, 5.4% and 5.1% for the years ended:
December 31, 2006, 2005 and 2004, respectively. The Company classifies floor plan notes payable to a party other
than the manufacturer of a pamcular new vehicle, and all floor plan notes payable relating to pre-owned vehicles, as
floor plan notes payable — non-trade on.its consolidated balance sheets and classifies related cash flows as a
financing activity on its consolidated statements of cash flows.

F-21 .




UNITED AUTO GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share amounts) — (Continued)

7. Long-Term Debt

Long-term debt consisted of the following:

December 31, Drecember 31,

2006 2005

U.S. Credit Agreement. . ...........o i $ —  $272,000
UK. Credit Agreement . .. ... ... 117,544 —
9.625% Senior Subordinated Notes due 2012 .. .................. 300,000 300,000
7.75% Senior Subordinated Notes due 2016 .. ................... 375,000 —
3.5% Senior Subordinated Convertible Notes due 2026, . ........ ... 375,000 —
Other............. e 14507 8.4l
Total long-term debt. .. ... ... . e e - 1,182,051 580,241
Less: current portion. . ... . e v (13.385) (3.551)

Net long-term debt. . ... ............... P $1,168.666  $576.690

Scheduled maturities of long tenn debt for each of lhc next five years and thereafter are as follows

2007, . e 5 13 385

2008........ A i 24.499
2000, .ot e 13,971
2000 ... ........ S 14,290
1)} AP P e 65,906
2012 and thereafter .. . . . . I S e . L 1050 000

Total long-term debt ... ... ...... .... R . ..... o $1,182,051

U S..Credit Agreement

As of December 31, 2006 the Company is party to a credlt agrcement wnh DalmlerChry&;]er Fmanc1al
Services Americas LLC and Toyota Motor Credit Corporation, as amended (the “U.S. Credit Agreement”), which
provided for up te $600,000 in revolving loans for working capital, acquisitions, capital expenditures, investmients
and for other general corporate purposes, and for an additional $50,000 of availability for letters of credit, through

“September 30, 2009. The revolving loans bear 1nleresl between defined LIBOR plus 2. 50% and defined LIBOR
plus 3.50%. ; )

The U.S. Credit Agreement is fully and unconditionally guaranteed on a joint and several basis by the
Company’s domestic subsidiaries and contains a number of significant covenants that, among other things, restrict
the Company’s ability to dispose of assets, incur additional indebtedness, repay other indebtedness, pay dividends,
create liens on assets, make investments or acquisitions and engage in mergers or consolidations. The Company is
also required to comply with specified financial and other tests and ratios, each as defined in the U.S. Credit
Agreement, including: a ratio of current assets to current liabilities, a fixed chargé coverage ratio, a ratio of debt to
stockholders’ equity, a ratio of debt to earnings before-interest, taxes, depreciation and amortization (“EBITDA"), a
ratio of domestic debt to domestic EBITDA, and a measurement of stockholders’ equity. A breach of these
requirements would give rise to certain remedies under the agreement, the most severe of which is the termination
of the agreement and acceleration of the amounts owed. As of December 31, 2006, the Company was in compliance
with all covenants under the U.S. Credit Agreemenl . !
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The U.S. Credit Agreement also contains typical events of default, including change of control, non-payment
of obligations and cross-defaults to the Company’s other material indebtedness. Substantially all of the Company’s
domestic assets not pledged as security under floor plan arrangements are subject to securily interests granted to
lenders under the U.S. Credit Agreement. As of December 31, 2006, there were no outstanding borrowings under
the U.S. Credit Agreement. Qutstanding letters of credit under the U.S. Credit Agreemem amounted to $12.400 as
of December 31, 2006. See footnote' No. 17 “Subsequent*Events”. -

U.K. Credir Agreement

The Company’s subsidiaries in the U.K. (the “U.K. Subsidiaries”) are party to an agreement with the Royal
Bank of Scotland plc, as agent for National Westminster Bank ple, which provides for a five year multi-option credit
agreement, a fixed rate credit agreement and a seasonally adjusted overdraft line of credit (collectively, the
“U.K. Credit Agreement”} to be used to finance acquisitions, working capital, and general corporate purposes. The
U.K. Credit Agreement provides for (1} up to £70,000 in revolving loans through August 31, 2011, which have an
original maturity of 90 days or less and bear interest between defined LIBOR plus0.65% and defined LIBOR plus
1.25%, (2) a £30,000 funded term loan which bears interest betwéen 5.94% and 6.54% and is payable ratably in’
quarterly intervals commencing on June 30, 2007 through June 30, 2011, and (3) a seasonally adjusted overdraft
line of credit for up to £30,000 that bears interest at the Bank of England Base Rate plus 1.00% and matures on
August 31, 201 1.

The U.K. Credit Agreement is fully and unconditionally guaranteed on a joint and several basis by the
U K. Subsidiaries, and contains a number of significant covenants that, among other things, restrict the ability of the
U K. Subsidiaries to pay dividends, dispose of assets, incur additional indebtedness, repay other indebtedness. pay
dividends, create liens on assets, make investments or acquisitions and engage in mergers or consolidations. In
addition, the U.K, Subsidiaries are required to comply with specified ratios and tests, each as defined in the U.K.
Credit Agreement, including: a ratio of earnings before interest and taxes plus rental payments Lo interest plus rental
payments (as defined), a measurement of maximum Caplml expenditures, and a debt to EBITDA ratio (as defined).
A breach of these requirements would give rise to certain remedies under the agreement, the most severe of which is
the termination of the agreement and acceleration of the amounts owed. As of December 31, 2006, the Company
was in compl:ance with all covenants under the . K Credit Agreement.

The U.K. Credit Agreement also contains typical events of default mcludmg change of control and non-
payment of obligations and cross-defaults to other material indebtedness of the U.K. Subsidiaries. Substdmmlly all
of the U.K. Subsidiaries’ assets not pledged as security under floor plan arrangements are subject to security
interests granted to lenders under. the U.K. Credit Agreement. As of December 31, 2006, outstanding. revolving
loans under the U.K. Credit Agreement amounted to £60,032 ($117,544).

9.625% Senior Subordinated Notes

The Company has outstanding $300,000 aggregate principal amount of 9.625% Senior Subordinated Notes
due 2012 (the “9.625% Notes”). The 9.625% Notes are unsecured senior subordinated notes and are subordinate to
all existing and future senior debt, including debt under the Company’s ‘credit agreements and . floor plan
indebtedness. The 9.625% Notes are guaranteed by substantially all domestic subsidiaries on a senior subordinated
basis. Upon a change of control, each holder of 9.625% Notes would be able to require the Company to repurchase
all or some of the Notes at a redemption price of 101% of their principal amount. The 9.625% Notes also contain
customary negative covenants and events of default. As of December 31, 2006, the Compdny was in compliance
with all negative covenants and there were no events of default,
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7.75% Senior Subordinated Notes '

On December 4, 2006 the Company issued $375,000 aggregate principle amount of.7.75% Senior Subor-
dinated Notes {(the “7.75% Notes”) due 2016. The 7.75% Notes are unsecured senior subordinated notes and are
subordinate to alt existing and future senior debt, including debt under the Company’s credit agreements and floor
plan indebtedness. The 7.75% Notes are guaranteed by substantially all domestic subsidiaries on a senior

“subordinated basis. The Company can redeem all or some of the 7.75% Notes at its option beginning in December
2011 at'specified redemption prices, or prior to December 2011 at 100% of the principal amount of the notes plus an
applicable “make-whole” premium. as defined. In addition, the Company may redeem up to 40% of the
7.75% Notes at specified redemption prices using the proceeds of certain equity offerings before December 135,
2009. Upon certain sales of assets or specific kinds of changes of control the Company is required to make an offer -
to purchase the 7.75% Notes. The 7.75% Notes also contain customary negative covenants and events of default. As
of December 31, 2006, the'Company was in compliance with all negative covenants and there were no events of
default.

The Company entered into a registration rights agreement with the initial purchasers of the 7.75% Notes under
‘which the Company agreed to file with the Securities and Exchange Commission a registration statement 1o allow
holders to exchange the 7.75% Notes for registered notes having substantially the same terms. The Company will
use its commercially reasonable efforts to cause such registration statement to become effective and to complete the
exchange offer within 240 days after the original issuance of the 7.75% Notes. The Company will be required to pay
additional interest, subject to some limitations, to the holders of the 7.75% Notes if it fails to comply with these
obligations or the registration statement ceases to be effective or fails to be usable for certain periods of time, in
each case subjeci (o certain exceptions outlined in the registration rights agreement. :

1

Senior Subordinated Convertible Notes

On January 3, 2006, the Company issued $375,000 aggregate principle amount of 3.50% senior subordinated
convertible notes due 2026 (the “Convertible Notes”). The Convertible ‘Noté's mature on April’ 1, 2026, unless
earlier converted, redeemed or purchased by the Company. The Convertible Notes are unsecured senior subor-
- dinated obligations and afe guaranteed on an unsecured senior subordinated -basis by- substanual]y all’ of the
Company’s wholly owned domestic subsidiaries. The Convertible Notes also contain'customary negative covenants
-and events of default. As of December 31, 2006, the Company was in compliance with all ncgauvc covenan[s and
lhere were 10 events of default. : ;

Holders may Converl based on a conversion rate of 42,2052 shares of the Company's common stock per $1,000
principal amount of the Convertible Notes (which is equal to a conversion price of approximately $23.69 per share),
subject to adjustment, only under the following circumstances: (1) for any quarterly period, the closing price of the
Company’s common stock for twenty of the Jast thirty trading days in the prior quarter exceeded $28.43 (subject 10
adjustment), (2) for specified pericds, the trading price of the Convertible Notes falls below specific thresholds,
(3) if the Convertible Notes are called for redemption, (4) if specified distributions to holders of the Company’s
common stock are made or specified corporate transactions occur, (5) if a fundamenial change (as defined) occurs,
or (6) during the ten trading days prior to, but excluding, the maturity date.

Upon conversion of the Convertibte Notes, for each $1,000 principal amount of the Convertible Notes, a holder
will receive an amount in cash, in lieu of shares of the Company’s common stock, equal to the lesser of (i) $1,000 or
(i1) the conversion value, determined in the manner set forth in the indenture covering the Convertible Notes, of the
number of shares of the Company’s common stock equal to the conversion rate. If the conversion value exceeds
$1,000, we wili also deliver, at our election, cash, common stock or a combination of cash and common stock with
respect to the remaining value deliverable upon conversion. '
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If a holder e]ects to conveﬂ its Convemble Notes in connection with ccrtam events that constitute a change of

**, control on or bcfore April 6, 2011, the Company will pay, to the extent described in the related indenture, a make- -
“ whole premium by increasing the conversion rate appllcab!e to such Convertible Notes. In addition, the Company .

_ will pay contingent interest in cash, commencing with any six-month period beginning on April 1, 2011, if the
average trading price of a Convertible Note for the five trading days ending on the third trading day immediately
preceding the first day of that six-month period equals 120% or more of the pnnc:pal amount of the Convemb]e
Note

On or after April 6, 2011, the Company may redeem the Convertible Notes. in whole at any time or in part from

time to time, _for cash at a fedemption price of 100% of the principal amount of the Convertible Notes to be,

redeemed, plus any accrued and unpaid interest to the applicable redemption date: Holders of the Convertible Notes
may require the Company-to purchase all or a portion of their Convertible Notes for cash on each of April 1, 2011,
April 1, 2016 and Apri] 1, 2021 ata purchase price equal to 100% of the prmmpal amount of the Convertible Notes
to be purchased plus: accrued -and unpaid interest, if any, to the applicable purchase date.

8. Interest Rate Swaps ,

.

The Company is party to an interest rate swap agrecment through January 2008, pursuant to which a notional
$200,000 of its U.S. floating rate debt was exchanged for fixed rate debt. The swap was designated as a cash flow

“hedge of future interest payments of the LIBOR based U:S. floor plan borrowings. As of December 31, 2006, the

Company expects approxnmalely 5783 aqsoc1ated with the swap to be recognized as a reduction of interest expense
over the next twelve momhs

9, Off-Balance Sheet Arrangements - S

1

The Convertible Noles are convertible 1nto shares oflhe Company s Common stock, at lhc opuon oflhe holder,
based on certain conditions described above. Certain’ of these conditions are linked to the market value of the
common stock. This type of financing arrangement was ‘selected in order to u.chleve a more favorable interest rate
(as opposed to other forms of-available financing). Since the Company or the holders of the Convertible Notes can

redeem these notes on-or after April, 2011, a conversion or a redempuon of these notes is likely to occur in 2011¢.

The repaymem will include cash for the principal amount of the’ Convemble Notes then outstanding plus’ an amount:
payable in either cash or stock at the Company 5 optlon dependmg on the lrddlng pnce of the common stock.

RPN 4. g ._1,' e . . ot o

'll) Commltments and Contlngent Llablllues T L e S

-- P LR
. I, W

The Company is involved in litigation which may-relate to 1ssues w1th customers, employmem related matters,
class action clmms purported ‘class-action claims, and- claims broughl by governmental authorities. ‘As of
December 31, 2006, the Company-is not'party to any legal proceedmgs mcluclmg class action lawsuits 1o which
it is a party, that, individually or in the aggregate; are réasonably expected to have a material adverse effect on the
Company’s results of operations, financial condition or cash flows. However, the results of these'matiers cannot be
predicted with certainty, and an unfavorable resolution of one or more of these matters could have a material
adverse effect on the Company’ srrosults of operauons,.ﬁnanmal_ condition or cash flows.

) The Company is party to a joint venture agreement with respect to one of the Company’s franchises pursuant to
which the Company is required (o repurchase i its partner’s 1nterest in] uly 2008. The Company expects this payment
to ‘be approximately $4.0 mnl!lon : :

The Company typically leases its dealership facilities and corporate offices under.non-cancelable operating.
lease agreements with expiration dates through 2062, including all option periods available to the Company. The

Company’s lease arrangements typically allow for a base term with options for ex[cnslon in. lhe Company’s favor
and include escalation clauses tied to the Consumer Price Index. S
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Minimum future rental payments requ1red under non-cancelable operatmg leases in effect as of December 31,

" 2006 are as follows: L .. i
2007, .. S PR ' $ 164,358
2008, ... B J P 160,670
L2009, . ... e e R 158,226
2010, . o 157,236
200 P . 155903
2012 and thereafter . . . .. . .. IR e U " 3,173,664

S - $3970057

Rent expense for the years ended December 3l 2006, 2005 and 2004 ameunted to $l35 253, $109,715 and
$85.471, respectively. A number of the dealership leases are with former owners who continue to operaté the
dealerships as employees of the Company or with other affiliated entities. Of the total rental payments, $9,856,
$10,206 and $10,739, respectively, were made to related partleq during 2006, 2005, and 2004, respectively (See
Note 11). ] -

' . : 3
i : : : .-

11. Related Party Transactions

" The Company currently is a tenant under a number of rion-cancelable lease agreements with ‘Automotive
Group Realty, LLCand its subsidiaries (together “AGR)}, which are subsidiaries of Penske Corporation. During the
years ended December 31, 2006, 2005 and 2004, the Company paid $4,160, $4,700 and $5,590, respectively, to
AGR under these lease agreements. From time to time, we may sell AGR real property and improvements that are
subsequently leased by AGR to us. In addition, we may purchase rea] property or improvements from AGR which,
in some instances, occur via the purchase of the equity interest of a corporate entity. Each of these transactions is
valued at a price that is independently confirmed. During the years ended December 31, 2006, 2005 and 2004, the
Company sold AGR real property-and/or improvements for $132, $43,874 and $30,800; respectively, which were
subsequently leased by AGR to the Company. There were no gains or losses associated with such sales. During the
year ended December 31, 2006, the Company purchased $25,630 of real property and 1mprovemenl§ from AGR.

The Company somelimes pays {0 and/or receives fees from Penske Corporation and its affiliates for services
_rendered in the normal course of business, or to reimburse payments made to third parties on each others’ behalf..
These transactions and those relating to AGR mentioned above, reflect the prowdcr s cost or an amount mutually
agreed upon by both parties. During the years ended December 31, 2006, 2005 and 2004, Penske Corporation and
its affiliates billed the Company $5,396, $6,108 and 35,784, respecuvely, and the Company billed Penske
Corporation and its affiliates $223, $96 and $77, respectively, for such services. As of December 31, 2006 and
2005, the Company had $10 and $23 of receivables from and $824 and $167 of payables to Penske Corporation and
its subsidiaries, respectively. . o

The Company and Penske Corporzilibn have entered imc'nhaj_oint insurance agreement which provides that, with
respect to joint insurance policies (which includes the Company’s property policy), available coverage with respect
to a loss shal! be paid to each party as stipulated in the policies. In the event of losses by the Company. and Penske
Corporation in-excess of the limit of any policy during a policy period, the total pollcy proceeds shall be allocated
based on the ratio of premiums paid.

The Company is also currently a tenant under a number of non-cancelable lease agreements with former
owners who continue to operate the dealerships as employees of the Company or with other affiliated entities. A
number of the lease agreements-are with Samuel X, DiFeo and members of his family, Mr, DiFeo served as the
Company’s President and Chief Operating Officer until March 8, 2006. In each of the years ended December 31,
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2006; 2005 and 2004, the Company paid approximately $5,700, $5,500 and $5,500 to Mr. DlFeo and his family
under these lease agreements.

From time to time the Company enters into joint venture relationships in the ordinary course of business,
pursuant to which it acquires dealerships together with other investors. The Company may also provide these
ventures with working capital and other debt financing at costs that are based on the Company’s incremental
borrowing rate. As of December 31, 2006, the Company’s joint venture relationships are as follows:

Ownership
Location - ) - ) Dealerships Interest
Fairfield, Connecticut . .. ............ . .... Mercedes-Benz, Audi, Porsche 91.70%(A)B)
Edison, New Jersey. . .................... ~ Ferrari, Maserati 70.00%(B)
Tysons Corner, Virginia . ................. Aston Martin, Audi, Maybach, 90.00%(B)(C)
: . ' Mercedes-Benz, Porsche:
Las Vegas_, Nevada .............. S . Ferrari, Maserati o 50.00%(D}

- Mentor, Ohio-. . ... e - Honda . 75.00%(B)
Munich, Germany . . ... ....oovovnn.... ... BMW, MINI : 50.00%(D)
Frankfurt, Germany. .. ................... Lexus, Toyota 50.00%(D)
Achen, Germany . .. ........... e Audi, Lexus, Toyota, Volkswagen ,  50.00%(D)
Mexico. . . . : P P Toyota o  48.70%(D)
Mexico............... S Toyota 45.00%(D)

(A) An entity controlled by one of the Company's directors (the “Investor’), owns an 8.3% interest in this joint
venture which entitles the Investor to 20% of the operating profits of the joint venture. In addition, the lnvestor
has an option to purchase up to a 20% interest in the joint venture for specified amounts.

(B) Entity is consolidated.in the Company’s financial statements.
(C) Roger S. Penske, Ir. owns a 10% interest in this joint venture,

(D) Entity is accounted for using the equity method of accounting.

12. ‘S‘tock-,Based Compensation- .

Key employees, outside directors, consultants and advisors of the Company are eligible to receive stock-based

compensation pursuant to the terms of the Company’s 2002 Equity Compensation Plan (the “Plan™). The Plan

originalty allowed for the issuance of 4,200 shares for stock options, stock appreciation rights, restricted stock,
restricted stock units, performance shares and other awards. As of December 31,-2006, 2,983 shares of common

stock were available for grant under the Plan. The compensation cost related to the Plan was $3.610, $3 217 and -

$2.,813 dunng the years ended December 31, 2006, 2005 and 2004, respectively:

Restricted Stock

During 2006, 2005 and 2004, the Company granted' 245, 362 and 306 shares, respectively, of restricted
common stock at no cost to participants under the Plan. The restricted stock entitles the participants to vote their
respective shares and receive dividends. The shares are subject to forfeiture and are non-transferable, which
restrictions lapse over a four year period from the grant date. The grant date quoted market price of the underlying
common stock is amortized to expense over the restriction period. As of December 31, 2006, there was $8,113 of
total unrecognized compensation cost related to the restricted stock. That cost is expected to be recognized over the
next 3.5 years.
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Presented below is a summary of the status of the Company’s restricted stock as of December 31, 2005 and

changes during the year ended December 31, 2006:

Weighted Average
Shares Grant-Date Fair Value Intrinsic Vi lue

January 1, 2006. . .o oo 793 $14.39 $15,200
Granted ................. ST .24 21.67
Vested .. ... .. (346) 13.63
Forfeited . . . .....c.oo.o... T (18) 16.00
December 31, 2006 . . ..o oo 674 $17.38 $15.900

Stock Options '

The Company g,rdnted options to purchase 30 and ] | shares of common stock to pammpan(s under the Plan
during 2005 and 2004, respectively. The options genera]]y vested over a three year period and had a maximum term
of ten years. The Company did not grant any options to purchase shares of common stock durmg 2006. The fair
value of each gram was calculated with the following weighted average assumptions: :

2005 2004
Expected dividend yield. . . . ... P " 1.3% 1.6%
Risk free interest rates. . ... ... .. ... . e 400% 3.50%
Expected life. ............ S U 5.0 years 5.0 years

Expeclcdvolatility................................‘ ............ 3300% 24.00%

- The weighted average fair valuc of options grdnted was $9.35.and $5.67 per sh.lre for the years ended

December 31, 2005 and 2004, rev,pf:clwcly

2004:

Stock Options

Options oumandmg at begmnmg of.year
Granted . ... .. [ T

Exercised . ... . ... PP
" Forfeited ..., ... .. ..., L

2006

. Presented below is a summary of the status of stock options held by eligible employees'during 2006, 2005 and

2004

* 2005
Weighted - * Weighted Weighted
Average Average Average
Exercise Exercise .. Exercise
Shares Price Shares .- Price Shares - Price
1,406 - $820 ° 1,884 $ 8.17. 3012~ § 715
— —_ 30 14.86 It 1235
673 7.98 469 " 8.56 1,116 - - 540
— — 39 '8.14 23 7.09
B . - : -
733 $8.40 1,406 - $ 8.20 1,884 . § 817
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‘December 31, 2006: . . . .-

Weighted Weighled . ) Weighled
Stock Average Average Stock Average
- . Options Remaining . Exercise Options Exercise

" Range of Exercise Prices . Outstanding  Contractual Life Price Exercisable Price
$3wS6. ... 248 3.8 $ 480 248 $ 4380
Glold ... 485 4.5 10.24 485 10.24

13. Stockholde;‘:s’ Equity

UNITED AUTO GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share amounts) — (Continued)

The following table summarizes the status of stock options outstanding and exercisable for the year ended

133 733
During 2006, 800 options to purchase common stock with an exercise price of $5.00 per share were exercised

lhat were issued outside of the Plan in 1999. As of December 31,2006, no opnom issued outside of the Plan were
outstandmg :

Acculmt_dared Other Comprehensive Income (I;oss)

The componeﬁls of accumulated other cémprehensi\{e income (loss), net of tax, foliow: -
- o Accumufated
B Unrealized : ~ Other |
.Currency Appreciation Ct Comprehensive -~
Translation of Investment Other Income (Loss)
Balance at December 31, 2003 ........... $ 38.065 $ 5718 $(7.468) $ 36,315 ' ) i
. Change .. ..:......0 S D 26,284 {5,718) 582 21,148
 Balance at December 31'; 2004 ... 0. 64349 0 — (6,886) 57,463
Cﬁange AU [P (39,473) . — 3,840 (35,633)
Balance at December 31, 2005 e 24876 — - (3046) 21830 :
Change I 53420 — 4,129 57,549 -
Balance‘at December 31, 2_006 ........... $ 78,296 5 — $ 1,083 $ 79,379

Other Transactmns : ' ' h L

“On March 26 2()04 the Company sold an agg,rcgdte of 8, 100 shares of common stock 1o Mitsui & Co., Ltd. -
and Mitsui & Co. (U.S.A.), Inc. for $119,435, or $14.75 per share. The proceeds of the sale were used for genera] L

) corporalc purposes, which mc]uded reducing outst.mdmg indebtedness under the Company’s credit agreemems

On January 26, 2006, the Company repurchaqed ] 000 shares of our outstandmg common v.tock for SIS 960, or -
$18 96 per share. )
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14. Income Taxes

The income tax provision relating to income from continuing operations consisted of the following:
R o l Year Ended December 31,

, 2006 2005 : 2004
Current:

CFederal . o $14,884  $22,770  $17,144
State and 10Cal. . . .. ..o 3,959 4,531 4,601
FOTEIEN . « e o e e e e e e T 19,055 24,188 16,724

Total current . ... ..... e 37808 51489 38469
Deferred: . . S ' '
Federal ..ottt e e 22617 17321 19273
State and local. . . .. e e e e 2,503 3,283 4,764
Foreign . . . . .. [ SR U . 4427 (3223)  3.33]
Total deferred ... ... ..ot . 29947 17381 27,368
Income tax provision relating to continuing operations . . . . . ..., $67.845 $68,870 é65,837

The income tax provision relating to income from continuing operations varied from the U.S. federal statutory
income 1ax rate due to the following: h
Year Ended December 31,

2006 2005 2004
Income tax provision relating to continuing operations at federal : _ o
statutory rate of 35% . ... ... L. L. Y $70,215 $66,438  $61.945
State and local income taxes, net of federal benefit ............ 3740 4944 6259
Foreign.................. PR (6,671)  (3.961)  (2,480) -
Other ........ U S L 561 1449 " 113
Income tax provision relating to continuing operations . . . ... .. .. $67.845  $68,870 -$65.837
[
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The components of deferred tax assets and liabilities et—December 31, 2006 and 2005 were as follows: .

. 2006 2005
Deferred Tax Assets ‘
Accrued liabilities ... ... ... ... e, $ 34603 5 18,182
Net operating loss carryforwards . ... ... .o oo 8.615 - 6433
Interest rate swap . . . e e e e e e e e 1,929 - 3,673
Other R e S B 6,209 - 3619
Total deferred tax assets . ........ e e el 356 . 31,-907
Valuatién allowance SR e e (3, 943) T 4,119) .
- Net deferred tax ASSELS ot . .. o 47,413. 2:/',788_'
Deferred Tax Liabilities, - o S
Depreciation and amortization. . . . . e e (135,411 - (115,060)
Partnership investments......... T e e “(16,379) . (16,644)
__Other ............ P (7,484) . (4,079)
Total deferred tax liabilities, . ... ... ......... DU (159,274) " (135,783)
Net deferred tax liabilities .-. . . R N $(11 1,861) $(lO7,995)

. The Company does not provide for federal i income laxes or tax beneﬁts relaung to the undistributed earnings or
losses of its foreign subsidiaries. Income from contmumg operations before income taxes of foreign subsldranes

{which subsidiaries are predominately in the Umted Kingdom) was $84,635, $70 468 and $65,997 dunng the years-

ended Décember 31, 2006 2005 and 2004, respectrvely It is the Company’s belief that such eammgq will be
indefinitely reinvested in the companies that produced theri’ At December 31, 2006, the Company had not provrded

federal income taxes on a total of. $269,9110f é eammgs of mdrvrdual forelgn subsidiaries. If these earnings were' '
remltted as dividends, lhe Company would be subject t0.U.S. incomé taxes and certam forelgn wuhho]dmg taXes.

-

At December 31 2006, the Company has $113,101 of Umted States state net operatmg loss carryforwards that
. expire at"various dates through 2026 United States state credit carryforwards of $l1, 373 that wrll not expire, ‘a

United ngdom net operatmg 10§58 carryforward of $2,559 that wrll not expire;and a United ngdom cap1tal loss -

. of $4 070 that w1ll not explre During 2006 a German net operatmg loqs of $1 865 was fully utrhzed

xr

b Lo
H ‘ .‘ " J. 3.

P - ,- . r-~

. ‘A valuatlon allowance of $3 914 has been recorded agambt the Umted States state net operatmg loss
canyforwards‘and "a valuatior ‘allowancetof- $29 has been recorded against” the United States-'state credit”
'carryforwards A valuation allowance of $692 was removed due o the utilization of a German nét- operatmg loss
e ) TSR T + e "«.‘ R e T

The Company has classrﬁed |ts tax reserves asa long term, obllgatlon on the, basis that management does not
expect to make any payments relatmg to those reserves w1thm the next twelve months _

A - A

o ' -
. ¢ T -
- .

. 15.  Segment Information - L e o a

The Company operates in-one reportable segment - The Company 5 operatlons (i) have similar econcmic
: vcharactenstrcs (all are: autorhobile dealersh1ps) (i) offer srmllar -products_and services (all sell'new and used
: vehrcles service, parts -and.third-party-finance and.insurance products);:(iii) -have. 51m1lar target markets and
cuqtomers (generally individuals) and {iv) have similar dlstnbutron and marketmg practices (all distribute products

- *
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UNITED AUTO GROUP INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except: per share amounts) — (Contmued)

. and services through dealershlp facilities that market to customers in similar fashions). The following table presents
certain data by geographlc area:

‘

- Year Ended December 31,

2006 2005 2004
Sales to external customers: .
United SEAtES . . . ..o e it $ 7641709 $6,812,219  $5,960,582
Forei'gn ..................................... 3,600,604 2,849,174 2,427,439
Total sales to er(ternal customers . ...... [P, $11,242,313 $9.661.393  $8,388,021
. Long-lived assets, net: o
United States . 7. .. ... ..o $ 456,169 § 354,872
Foreign . ... e e A, C. 236,177 144,684
Total 1ong'-ir\?ed assets .. .......................... $ 692,346 $ 499,556

The Company’s foreign operations are predominantly based in the United Kingdom, ‘

+ 16. Summary of Quarterly Financial Data (Unaudited)

. First Second Third Fourth
‘ A, . Quarter Quarter . Quarter . Quarter
2006(1)(2)(3) ' : '
Total revenues . . ... .. U I $2,552,139  $2.831.862 $2.977,295  $2,881,017
Gross profit . ........... e . 398,656 428,688 444328 . 432,797
" Net income. . . .. .. ... e e o 23955 36,693 - 33,730 30,323
, ‘Diluted earnings per share. . ............... A 0 26 $ 0.39 - 036 $ 032
. - ) Flrst " Second “Third Fourth
Tt Quarter . Quarter - Quarter © .©  Quarter
2005(1)(2> . N .
Totalrevenues ... 0 T i sl o L L S2262077 C $2,494.143 | $2.558.743" $2,346,330
Gross profit = ... ... ... 347315, . 375408 . © 382067 368,661
NELARCOME: .« .o e e L2280 33196, 32764 .. 30,121
Diluted earnings per share '.- Cee L . 8 LG 25 -8 0 36 % (035 $ : 0 32

(1) As dlscussed in Note 3, the Company has treated the operatlons of certdin entities as dlecontmued operatlom
The results for all periods have been restated to reflect such treatment Sy

(2) Per share amounts are calculated mdependently for each of'the quarters presented The sum of the quarters may .
"-* not equal the full year per share amounts due to roundmg o . . nhe -

(3) As discussed in Note 1, the Company has ad_]usted its financial re:;ultb for the first three quarters of fi scal 2006
1n accordance w1th SAB 108

17 Subsequent Events
On Janvary 26, 2007, the Company provrded notice to the Bank of New York Trust Company, N.A., the trustee

*of the 9.625% Notes, of its.intention to redeem the 9.625% Notes on March 15,.2007 at a price of 104.813 for all- .

notes outstanding. The aggregate redemption price is estimated to be approx1rnately $314,400, resulting in a pre-tax

- charge of approximately $19,000. . - : R ek
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Effecllve February 13, 2007, the Company permanently reduced’ the credit availability under the U.S. Credit

- Agreementfrom $600, 000 1o $250,000 and the letter of credit availability from $50,000 to $10,000, The reduction
-in capacuy under the. U S. Credit. Agreement will enable the Company to avoid certain credit avmlablhty fees.

18. Condensed Consolldatmg Fmam:lal Informatlon

i

The following tables include condensed consohdatlng financial mformatlon as of December 31, 2006 and

'2005 and for the years ended December 31, 2006, 2005, and 2004 for United Auto Group, Inc.’s (as the issuer of the

9.625% Notes), wholly-owned subsidiary 'guarantors non-wholly owned subsidiaries, and non-guarantor subsid-
taries (pnmanly representing foreign entities). The condensed consolidating financial information includes certain
allocations of balance sheet, income statement and cash flow items which’ are not. necec‘.earlly mdlcanve of the.
financial poqmon results of operations or cash flows of these enlities on a stdnd alone basis..

o
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- CONDENSED CONSOL]DATING BALANCE SHEET

UNITED AUTO GROUP, INC.

'NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per sharjé amounts) — (Continued)

" December 31, 2006

. T

Non-Wholly Owned Guarantor Subsidiaries

UAG . UAG Menter UAG . Non-
Total United Auto  Guarantor _ HBL Connecticut I,  Acquisition  Centra! NJ, Guarantor
Company  Eliminations Group, Ine.  Subsidiaries LLC LLC L1.C LLC Subsidiaries
. : (In Thousands) *
Cash and cash equivalents . . . . . 3 13147 % — 5 333 3 e $ 687 : § — $253 -3 959
Accounts receivable, net ... ... 469.516 (200,621) 200,621 295887 16,338 8,525 © 2,983 1248 ° 144,535
Inventories, net . .. .......... 1.519.506 — — 782,140  33.250 - 20,057 5,429 3,663 674.967
Other current assets . .. ........ 71,490 — 9426 ¢ 23452 490 25 — 10 38,087
Assets held forsale ... ... ... 213,030 , — — 200,945 — — — — 12,085
Total current assets . . ... ... 2,286,689 (200,621} 210,380 1,302,424 50,078 29,294 8.412 7.457 879.265
Property and equipment, net. . . . 582.646 — 3.824 318,766 5.287 4,369 -1,746 3,427 245.227
Intangible assets. . ... ....... 1.490.767 — — 926,842 68,281 20,738 3.722 — 471.184.
Otherassets . ............. 109,700 (1,068,787) 1084214 38.307 17 ! 1 — 55.947
Total assets .. ........... $4,469.802  $(1.269408) $1,298418 $2,586,339 $123.663 $54.,402 $13,881 $10.884  $1.651,623
Floor plan notes payable . .. ... § 874326 § -— § — § 408647 $ 2362 % 2311 § 4,792 $ -~ § 456214
Floor plan notes payable — ) : '
non-trade. . . ... . ... ..., 297985 (35.000) — 146,636 28.271 17,039 —_ 37 137,922
Accounts payable. . . .. ... ... 300.804 — 2,738 99,652 8,154 2.051- 737 3,827 183.645
Accrued expenses. . ... ... ... 214,307 (165,621 . 27 63,524 36,100 16,601 2.286 1,332 260,049
Current portion of long-term .
debt.................. - 13385 — — 3,057 — — — — 10.328
Liabilities held for sale . . . . . . . 52150 — — 37113 — — — — 15,037
T:)tul current liabilities . . . . . . 1,752,957 (200,621) 2,765 758.629 - 7-4.896 38,002 7.815 8276 1.063,195
Long-term debt . . . ... ... ... " 1,168,666 — — 790,759 63,151 21,361 3.842 3.047- 286.506
Other long-term liabilities . . . . . 252.526 — — 237,167 10,329 279 4,160 (109) 700
Total liabilities . ........... 3.174.149 (200,621} 2765 1,786,555 148,376 59.642 15817 11,214 1,350,401
Total stockholders’ equity . . .. . 1,295,653 (1,068,787 1,295,653 799784 (24713)  (5.240) -(1,936) (330) 301.222
Total liabilities and stockholders’ ' . C :
EQUILY . . . . .o $4.469.802 5(1.269.408) $1,298.418 $2,586,339 $123,663 $54,402 $13.881 $10,884  $1,651.623
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CONDENSED CONSOLIDATING BALANCE SHEET.

. .December-31, 2005

Non-Wholly Owned Guarantor Subsidiaries

UAG UAG Mentor UAG Non-
Total . ¢+ United Auto . .Guarantor. .HBL Connecticut I,  Acquisition  Central NJ,  Guarsntor
Company , Eliminations. Group, Inc. *Subsidiaries Le .« LLC . LLC LLC Subsidiaries
) . . - . (In Thousands) ) ]
Cash and cash equivalents . . ;5. § 8957 § — 5 2200% . — § = 51127 $ 394 $2540 § 2686
Accounts. receivable, net ... . 398,127 . (125107) 125,107 .« 267,559 11.489 7,117 -2,852 1,032 108,078
Inventories, net . ... ........ 1,144,584 — — 684151 33.029 19.941 - 6272 2184 . 399,007
Othér current assets . .. ... ... 50,209 — 5.118 21,448 467 42 6 — 23,128
Assets held forsale .. ....... 310.467 — — 289,460 — — —— _— 21.007
Total current assets. . . . . T 1,912,344 (125.107) 132435 1262618 44,985 28,227 9.524 * 5,756 553,906
Propeny and equipment. net. [ . . 416.099 — 4,297 242,938“ 5929 2,932 1,859 3,660 o 154,484
- Intangible assets. . .. ... .. w.. 1,182,273 — N 830,639  68.281 20,738 3722 — 258,893
Other assets . . ............ 83457 (986,211 1,013,380 11514 - 83 N — -— . 44,690
“Total assels . . ...l §3,594,173 $(l,1]].318) $I,ISO.I12. $2.347;709 T$119.278. $51.898 $15,105 '$9.416 . 51011973
Floor plan notes payable .. ... . $ 785237 3% — S5 — § 482963 3 14,045 36,725 § 6,156 3 — 5 275348
' Floor plan notes payable — ’ I .
non-trade. . . ... ... ... ... 318,034 — — 220,216 i5.154 12,000 — 2.486 68,178
Accounts payable. . .. .. ... .. 198,268 Lr— 3.874 80.180 6,941 1,393 676 2532 102,672
Accrued expenses, . .. ... . ... 170,606 - (125,107) 506 81,088 29,933 13,952 .- 2,040 715 167,479
Current portion of long-term .
debt ... ... .o 3.551 — — 3,551 — — — — —
Liabilities held for sale . . . . . .. 189,239 — — 168,379 — — — — .20,860
* Total current liabilities . ... ... 1664935  (125.107) | 4,380 1.036.}:77 66,073 34,070 8.872 5,733 634537
Long-termdebt ... ... ... ... 576.690 — — 333215 63,151 21,361 3.842 3.096 152,025
Other long-term liabilities . . . . . 206,816 — — 190.862 10,638 548 .. 4,059 176 533
Total lisbilities . .. ... 0. .. .. 2448441 (125107 4380 1560454 139862 55979 16773 9.005 787,005
Total stockholders’ equity . . ... 1,145,732 (986,211) 1,145,732 787,255 (20,584) {4,081) (1,668) 4i1 224 878
" Total liabilities and stockholders’ o .- ) -
BQUILY . . e $3.594.173  8(1,111,318) $1,150,112 §2.347.709 $119,278 $51,898 $15,105 59416  $1,011973

~
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Revenues . . ... .. et

.Costof sales .. ..........

Gross profit . . S e .
-Setling. general. and

_ administrative expenses. . . . .

Depreciation and amortization~, . -

Operating income (loss) . . S

Fioor plan interest cxpcnse

Other intérest expense . . . 7, ..

Equity in earnings of afﬁli:;tes.. .
Equity in earnings of .
" subsidiaries

Income (loss) from commumg -

_operations before income
taxes and minority interests . .

Income taxes . . . .. e SN
Minority interests . . .. ... ..

Income (loss} from conlinuing
operations . ... ........ IR

Income (loss) from discontinued

+ operations, net of tax . =0 . ..

. Net income (loss) . o DO

'UNITED AUTO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(ln thousands, except per share amounts) — (Contmued)

CONDENSED CONSOLIDATING STATEMENT OF INCOME
C e Year Ended December 31 2006

Non “holly Owned Guarantor Subsn:hunes

+
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UAG UAG Mentor _ UAG Non-
Total United Aute - Guarantor - HBL Connecticut [,  Acquisition - Central NJ, Guaranter
Company . Eliminations Group, Inc. Subsidiaries LLC LLC LLC LLC Subsidiaries’
. R {In Thﬂusands) . '
$11.242,313 $ - 3 - $6 785 990 $270.825 $181.222 ©.854,081 -$40,702 33909493
9,537,844: 7 —_ — 5,731,()02 218,845 - 151,857 47,146 34994 3354000
1,704,469 - —_ - 1.054.988 51,980 29.365 6.935 | 5,708 555.493 I
1,356,452 — 15,153 832,129 40.550 23.035 - 5975 3,795 - 435815
44,863 — 1.427 25,326 972 603 211 - 278 16,046
303,154 - (16.580)" 197,533 10458 SIVEZE 749 1.635 . 103,632
(61,565) = — (40,803) (1,740) (1.114) . - (290} (126) (17.492) -
'(49.'I73)"_' — — - (29.617) (4.793) (1.621) (552) {487 (12,103) .
8.201 — - ‘1,413 [ — - — 6.788 . .
— (211,743) 211,743 — — — — — —
?:06.6IT (211.743) 195,163 128,526 3,925. 2,992 ' (93) 1,022 80,825
(67.845) ' 7"),037 (73.032) (45,789) (l'.38f4) (1.062_) 43 . {333 (28.325)
L (2.172). — — (1,324) (254) (386) — (208) —_
130,600 - (132,706) 122,131 81,413 2,287 1,544 (50} 481 55.500
5899 — L @ey T — — — — (1265) 0 *
‘ $ 124701 $(132.706) 8122131 . 76779 $ 2287 $ 1544 % ‘ .(50) $ ‘481 3 '54.235l




.

i Non-Wholly Owned Guarantor Subsidiaries co
. - R UAG: UAG Mentor.  UAG . ; /Nen- "
Total . United Auto  Guarantor : HBL Connecticut I,  Acquisition  Central NJ,* Guarantor
’ . Company  Eliminations Group, Inc.  Subsidiaries™" -LLC * "LLC LLC LLC < . Subsidiaries °
. . ' ) o x . {Tn Thousands) ' .
Revenues . . . .. PPN 59,661,393 . % — .§ — 7.85993.300 $258,010  $157,184 . $54,397 $36.949 '$3,161,553
Cost of sates . . . . .. Sl 8,187,942 N — - — 5,060,536 208,392 130,543 ;. 47479 32,195 - 2,708,797
Grossprofit. . . ..o 1473451 R C— 932764 " 49618 26,641 6,918 4,754 452,756
. Selling, general, and ' v ) . ) e Lt
administrative expenses . . . .. 1,154,220 — 14,128 716,905.. 39,271 21,323 + 5,648 3302 353,643
- Depreciation and amortization. . . 37,551 - 1438 21336 7 934 483 1204 273 ..+ 12,883
— . .
Operating income (loss). . ..... 281.680 — (15,566) 194,523 9,413 4,835 1,066 1,179 ;86,230
~ Floor plan interest expense . . . . . 47,124y o = (30,5295 ~ (L1200 (1,110 (227} 9T 7(14.040)
Other interest expense ... . . . . . - - (49,004) - — (30,549) .(3.967) (133D (439 @6l (11.557)
Eduity in earnings of affiliates . . 4,271 — T — 691 - —. . = — g 3,580
- Equity in eamings of ‘ e oL : o
subsndm.neb e 2 a— (219,007) 219,007 S — R — — — L —
‘Income (loss) from conunumg o 3 -
operations before ingome . . S 5. .. -
. taxes and mlnonly interests . . . 189,823 (219.007) 203,4-4_1 134,136 - 4326 2,393 @Oy, T 621 64.213
Income taxes . & .5 ... .. (68.870)  87.491 (81,340) (52,088)."" (1,658) (935) N3 05 (27) (20,226
* Minority interests . . . .. sl (iL814) —_ . — (1,137) - xr (267) (292) — (118) - —
.Inc‘oﬂmt‘: (less) from cominui-ngt B L ' - L e . _- . . * : .
“operations .. ... ... ... .. 119,139 (i31.516) 122,101 80,911 2,401 1,166 (187y.. 276 43987
- . Income (loss) from discontinued o ' B o : . ' : e,
" operations, net of tax . . . ... (l66) =~ - — - — 535 - — — = — . .. (701)
* Net income (10ss) . . . . ... ... . $ 118973 S$(131516), $12210] S 81446 § 2401 § LI66 . S$ (18D $ 276 $7. 43286

_ UNITED AUTO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Inrtheusands, except per share amounts) —_-’(Continued)

CONDENSED CONSOLIDATING STATEMENT OF INCOME
Year Ended December 31, 2005
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Revenuwes . ............. .=

Cost of sales

Gross profit. . J. . ..

Selling, general, and

administrative'expenses . . . -

Depreciation and amortization. © .

'. Operating income (16ss). . . . ...

Floor plan interest expense ...~ .~

Other interest éxpense

Equity in earnings of affiliates’ . .

Other income

Equity in earnings of

subsidiaries . ... ."

Income (loss) from continuing
operations before income  «
taxes and minority interests, .

Income taxes . .. .. .
‘Minority interests-. ...

Income (loss) from continuing -

operations

Income (loss} from discomtinued .

-pperations, net of tax’. . . . . . ’

Net income .(.los's}. .

" NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

UNITED AUTO GROUP, INC.-‘

(In thousands, except per share amounts) — (Continued)

CONDENS‘LED CONSOLIDATING STATEMENT OF INCOME

- Year Ended December 31, 2004

Non-Wholly Owned Guarantor Subsidiaries

UAG UAG Mentor UAG Non-
Total . " United Auto  Guarantor HBL Connecticut I,  Acquisition  Central NJ,  Guarantor
Company . Eliminations Group, [nc. Subsidiaries LLC + LLC L LLC LLC - Subsidiaries
{In Thousands) . .
$8.388,021 § — b — $5,185.5]8 $252,646 SISS,TZS $51.926 $14.017  $2,725,189°
7,132,693 — — 4398218 208,882 134.072° . 45,566 i 12,173 2,333,782
1,255,328 — 787300 43764 24653, 6,360 1,844 391,407,
975,409 - 12.640 608,675 34,270 19,163 5373 1,423 293,865 V
36,365 T ) — 818 18,780 1,740 483 203 s 86 . 14255 .
243,554 — (13,458) i59}345 - 1754 5,007 784 335 83287 ;
(40,883) I — v — (28,561) '(699) , (734) (IS})} (24) .' (10,706)
. (42,923) — — (26,967) (3,997 (768) (1,039) (164) . (9,988)
5770 . — — 3.319 —_ — — : —_ 2451
11469 . — — — - - - — — ¢ 11469
— Q02171 202177 — - _ - _ _ -
176,987. -(202,177) 188,719 107;,636 3,058 3,505 (414) T 147 76,513 ,
(65.837) 84,202‘ . n(78.500) (44,061) (1,322) (1.4?0) 146 . (55)- - ‘(‘24,757)?
(2.047) — — S(942) - (174) (403) — {28) " (5000,
109,103 (117,975) 110,219 62,633 1,562 ) 1,612 (268) .- 64 ‘ 5],25§
2584 — — 2801 — — — — @17y
$ 111687  ${117.975) $110219 $ 65434 $. 1562 S 1612  §.(268 $ 64 $ 51039
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) UNITED AUTO; GROUP INC
e _ . NOTES TO: CONSOLIDATED FINANCIAL STATEMENTS

,

.

| -,: CONDFNSED CONSOLIDATING STATEMENT -:OF CASH FLOWS
Year Ended December k)N 2006

Nel cash f’rom cont:numg Oper.mng acuvmes
lnvesnng Aclivities: v
Purchase of property and equipmenit -

3 B B
Proceeds from sale — leaseback transactions ... .
Dealership acquisitions, net . . ... ... ... .

“Net cash.from cominu_ing investing activities . . . .

Financing Activities:

Net borrowings (repayments) of long-term debl ..
Issuance.of subordinated debt. . .. .. .. .. ...

Floor plan notes payable — non-trade
Paymen[s of deferred financing fees

Proceeds from exercise of common stock
including excess tax benefit

Repurchase of common stock . .,. . ... .. B
Distributiéns from (to) parent. . . . .........
Dividends. . ............... e

" Net cash from continuing financing activities. . . .
Net cash from discontinued operations . . . .". . .

Net change in castarid cash equivalents. . . 7. .
Cash and cash equivalents, beginning of period . .

Cash and cash eeluivalents. end of period . .. ...

e

Non-“'hnﬂ_v Owned Guarantor Subsidiaries =

Non-

N . .. UAG - UAG Mentor UAG -,
t - Total United Auto » Guarantor,’?, HBL. Connecticut [, Acqumnon - Central NJ, Guarantor
Companyj © Group, Inc..” Subsidiaries” LLC . LLC LLC L1LC - Subsidiaries
cu D © (In “Thausands) )
$ 120281 ° § - (923) . §$ 120019, $(6351» & (67N)~.. § (75) . i§. 684 8- 7,604
. ' - - : - s

(225.058) (954) (55.263) (3300 (3.613) (98) (45) e, 755)
106,167 - 26,447 - 1,573 — —_ 18,147
(369.055) — (134,984) —_ — — — {234.071)
(487.946) - (954) . (163,800) (330) (2.040) (98) :(45) (320,679)
l 211,072) - 43311 411,671) . ., — — — (49) 157.337
750.000 —_ 750,000 — —_ — .= —
(71.140) — (243.085). 13,117 5,039 — 631 153,158
(17.210  (17,210) — — i — — —
18,069 _l 8.069 —_ —_ — — — . —
(18.955)  (18.955) — — — — — —
— —_ 51447 (6,436) {2,762} (221} (1,225) S‘.SOO
(25,215) (25,215} — —_ — j— — _
424 477 — 100,388 6,68] 2,277 (221) (643) 315,995
(52.622) — (56607 — — — _ 3,985
4,190 (1,877 — — (440) (394) 4) 6,905
8,957 2210 — — 1,127 394 2,540 2,686

$ 13,147 % 333 3 — — $ 687 5 — $ 2536 $ 9,591
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B o _ UNITED AUTO GROUP, INC e R R
P " . s . NOTES.TO CONSOLIDATED FINANCIAL STATEMENTS o LA
o o R ([n lhousands, except per share amounts) —’(Contmued) ' D
“F ..o . 777 CONDENSED' CONSOLIDATING STATEMENT OF CASH FLOWS ST
i L . Year Ended December 31, 2005 - ! ' oo
. B v . '\ ‘Non-W hnll) O“ned Guarantnr Subsudmnes . B !
o e Tl ' o CT T UAG - “".UAG Mentor’  UAG .. : "Non-
. T e Total - United Auto  Guarantor. . HBL.. Connecticut'l, .Acquisition . Central NJ."  Guarantor
N A 2 - Company  Group, Ine.» Subsidiaries_ TLLC - LLC. 7 LLC .LLC Subsidiaries .
. ) o - -~ T i T <+ . (In thousands}: , i . - .
“¢.+ Nel cash from commumg operalmg activities . -‘.'?.".-x S 169,373 * $(]5;i79) $ 130.365': U% 43542 0 -$.5,680 :m-.$|,-004_2 $2 594 .8 40,367 o h
N Inveslm;, Acuvmes o ; R cL . 7 R o ) ‘ LT S
" Purchase of propeny and eqmpmen[ .......... (220.457) (1.947) . (136497 (822) (5.801) - ;(248)'- o) s (75.022)
B B - . PR o ‘ > . .. e
s 'Proce'eds from sale—_ leascback transaclaons oo L L8470 — 65620 . — 4803 v - —nxT — R o48047 o7
N . Dealership :icquisitions. net ...l (126.879) — (107,084) — — — — (!9.795)?
Nel cash from conli_qﬁing invcsting activities . L (228,866) (1947 (177.961) (822) (998) (248) (120) (46,7'.]0)7'
Financiné Activities: ‘ - 4 LR .
- * Net borrowings (rcpaymcms) of long-lcrm debt . . . 2, 388 . 16,171 (33) —_ — N — e 75 (13.825)" .~
R '_{'Floor plan nntcs payable — non—trade ........... 18 445 — 15,194 2.693 {1.816) — (9} 2,383
> . Proceeds from exerc:t;e of common stock - : )
- lncludmg exceqs tax bencf'l. e T 4.673 4,673 . = — — -— — . —
Dlsmbuuom from (lo) parent " . .. ... ... ... — — 3.718) (6413 3.163) (487) — 13,781
- Dividends . . ..o L. _(0844) 0844y - — — — L= = =
. - Net ca;h from continuing financing activities . . . . 4,662 — Cl4d3 (T0) (4979 (487) 66 2339
" Net cash from discontinued operations . . ... ... 40241 — 36,153 — — — — 4088 . .
Net ehdnlge in cash and cash equivalcnl.\ ....... (I4.590ﬁ (17.126) — — (297) 269 2.540 24_- -
i Cash and cash equwalems begmmng of period ". 23.547 19,336 — — 1.424 125 . — 2,662
o N R R L
o Cdsh and cash equwalems end of period. . § 8957 § 2210 % — 35 — $ 1127 § 394 $2.540 5 2686 -
¥
b
¥
-
- .
e
I-.
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UNITED AUTO GROUP, INC

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share amoums) — (Contmued)

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS

e T 7. . Yéar Ended December 31, 2004 . .
- T T ) L e . . . __ Non-Wholly Owned Guarantor Subsidiaries :
’ a Lo L v . UAG UAG Mentor - UAG '  Non- '
* . “Totat -~ 'United Auto. . Guarantor “HBI. © Connecticut I, Acqulsmon Cenlral N], Guarantor
. .Company - Group, Inc. Subsidiaries LLC LLC . . LLC e Snbsidiaries
.- - . . C IRE (ln Thousands)’ ' i -
- Net cash lrom continuing operating activities . . $266,592 § 11442 §.161 .936 $ 12 500 3 1,311 $ 6.247 $(1,687)' $. 74,843
Investing Aélivil_ies: ' e e - e AP R oo
Purchase of pl"opf:rly and equipment . . . S (225535 " (l371)' C{95,627) - (21,009 (2,280) ’ (92) . (3,599 (102.277)
- Proceeds from sale — leaseback wansactions . . . 149,076 L 65.893 37,154 2967 — — 43,062
Dealership acquisilioné. net............... (210,084) — (152,834) -— — — — (57,250)
“P_ro_cecds from sale of investment . . . ... . ... 13,566 = — — — — . = 13,566
*-Net cash from continuing invéﬁting activities . .. (272.997) (371) - (182,568) 16, 1.45 687 (92) | {3,899) (102,899)
Financing Activities: . . ) .
Net borfowings (repayments) of long-term debt. . (74,257 (110,960} 74942 (12,731 o il — 3,021 (28,529)
Floor plan notes payable —non-trade . . . ... .. (58.841) — (49.427) {6,679} 1,452 (5.926) 2495 {756)
Proceeds from issuance of common stock . . . . . 119,435 119,435 — — — — — -
Proceeds from exercise of common stock ' 1_ )
including excess tax benefit. . . ... ... .. .. 9.936 9936 — — — — — —
Distributions from (to) parent . . .. .. ... _ ... — — (43,776) (10481 (2.670) (189) 70 57,046
Dividends . ... ...t (18411) (18411 — — — — — —
Net cash from comtinuing financing activities . . . (22,138) — (18.261)  (29.891) (1,218) (6,115) 5,586 27,761
. Né[ cash t'rpﬁ'f discontinued operations . . ... . . 33,781 - — 35925 - — — — — (2.144)
Net change in cash and cas_h eqtllivalems ...... 5.238 11071 7 (2.968) (1.246) 780 .40 — (2.439)
Cash and cash equivalents, beginning of periad. . 18,309 8,265 2,968 [,246 644 - 85 — 5.101
Cash and cash equivalents, end of period . . . . .. $ 23547 5 19336 8§ — § — $ 1.424 $ 125 § — 5 2662
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UNITED AUTO GROUP, INC

NOTES TO-CONSOLIDATED FINANCIAL- STATEMENTS
(In thousands, except per share amounts) — (Cunt_!nued)-

The following tables include condensed consolidating financial information as.of December 31, 2006 and
2005 and for the years ended December 31, 2006, 2005, and 2004 for United Auto Group, Inc.’s (as the issuer of the
Convertible Notes and the 7.75% Notes), guarantor subsidiaries and non-guarantor subsidiaries (primarily
‘representing’ foret&n entmeq) The condensed -consolidating financial information includes certam allocations
of balance sheet, incorne statement and cash flow items which’ are not necessarily 1nd1catwe of the financial

'posmon rcsults of operanom or cash ﬂows of these entities on a stand- a]one basis.

CONDENSED CONSOLIDATIEJC BALANCE SHEET
‘ . December 31, 2006

. - Non-
Total United Aoto Guarantor Guarantor
Company Eliminations  Group, Inc.  Subsidiaries  Subsidiaries ,
. ’ {In Thousands)

. Cash and cash equivalents. . . . ... .. .. ......;: coo.. 81314708 — $ 333 % = 'S 12814
Accounts receivable, net. . ... ... ER TR IR 469.516 (200,621 200.621 295 887 173,629
IOVEnLOTies, NEL. . . . ..\ o oot 1.519.506 — — 782,140 737.366
Other CUrtent assels . « oo oo v ot oo e e e e e 71,490 — 9.426 23,452 38,612
Assetsheld forsale . .. ....... ... ... .. .. ..... 213030 - — — 200.945 12,085
Total current assets . . ........... ... ... uuen.on. 2286689 (200,621} 210,380 1,302.424 974,506 -
Property and equipment. net . ... ... ... 382,646 — 3,824 318.766 260.056
Intangible assets . . . ....... ... .. . . . 1,490,767 — — 926.842 563.925
Other assets . . . . . . R R RN, o 105,700 (1,068,787} 1,084,214 38.307 55,966

. Total assets . . ..... e o $4,469.802  $(1.269408)  $1,298418 $2.586,339 | $1.854.453
Floor plan notes payable. . ... .. .. ... $ 874326 8 — '3 — $ 408.647 $ 465679
Floor plan notes payable —ron-trade . . .. . .. [ 297,985 (35.000) — 146,636 186,349
Accounts payable . .. ........ T e 300804 —_— 2,738 99,652 198,414
Accrued expenses . ... ... ... e 214307 - (le5.621) 27 63.524 316377
Current portion of long-term debt . . ... ..., ... R 13.385 — — 3057 10,328
Liabilities held forsale. . ... .. ... ... ... ..., ., 52,150 — — 37113 15.037
Total current liabilities . . .. .......... N 1,752,957 (200.621) 2,765 758,629 1.192.184
Longtermdebt. . .. ............ ... ... ... .. .. 1.168.666 — — 790.759 377.907
Other long-term liabilities . . .. ......... .. ... .. 252,526 — — 237.167 15,359
Total liabilities . . .. ... ... ... ... ... ..., 3,174,149 {200,621) 2.765 1,786,555 1.585.450
Total stockholders’ equity . . .. .. ... ... . ... ., 1.295.653 - (1.068.787) 1,295,653 799.784 269,003

. Total liabilities and stockholders’ equity. . . ... ... . ... $4,469.802  $(1,269.408) $1.298418 $2,586,339 $1.854.453
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UNITED AUTO GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(In thousands; except per share amounts) — (Continued) . .
- ‘ . : A ' . . le ,
* CONDENSED CONSOLIDATING BALANCE SHEET . .
; - .December 31, 2005 R
e se AL T ; . Total - United Auto  Guarantor! - Guarantor
s T T e Sl * ~+ - Company Eliminations Group, Inc.  Subsidiaries ~ Subsidiaries
L - (In Thousands} o :
Cash.and cash equivalents. . . . .. ... ... : e $ 8957 5 — $ 2210 $ — $ 6747
“Accounts receivable, net. ... L. 398_,1_27 o (125.‘]07) 125,107 267.559 1.130,568
Inventories, net. . . . ........ e I 1.144,584 — - 684,151 . 460433
"Other CUTTENt 8SSEIS . . 2% v v\ v v e et e e e © 5020 — 5.118 21,448 23,643
‘Assets held for sale . .. .. ... ... PP S 310467 — — T289.460 - . 21.007
) Total c‘urrcnl ASSEES v v v v v e e e 1912344 . (125.107) A 132,435 1,262,618 642,398
- Property and equipment, Mel ..o 416,099 — 4.297 242938 - 168.864
* Intangiblé assets . . ... ... ... ..., R 11822737 .. E_— — 830.639 . 351,634,
Other ’aﬁscls ............................... 83,457 (986.211)  1.013.380 11,514 . 44774
Total assets . .. . .o e e e e $3.594,173 $(|.I 11,318} $1.150,112 $2.347.709  $1,207.670
Floor plan notes payitble. e 3 735.237 $ — -3 — $-482963 - $ 302274
Floor pl:-m notes payable —non-trade . . . ... ... .. . 318,034 — — 220216 97.818
: Accounts payable .. .. ... .. ... .. . .. 198268 — 3874 8080 7 114214
Accrued eXpenses . . ... ... e 170,606 (125,107) 506 81.088 . 2i4.119
Current porticn of long-termdebt. . .. ............. 3.551 — — 3.551 —
Liabilities held for sale. . .. ..... .. e e 189,239 — — 168,379 ' 20,860
Total -currer_ll labilities ©. ... 0ot 1,664.935 (125,107 4,380 1,036,377 749,285
Long-term debt. . .0 oo 576.690 — — 333215 243475
Other long-term liabikities . . .. .. ....... ......... 206.816 — — 190,862 15,954
Total liabilities . . . ... ............. . ... ..... 2448441 (125,107 4,380 1,560,454 1,008,714
Total stockholders™ equity . . . ... ... ... . ... ... 1.145.732 (986,211) 1,145,732 787,255 198.956
Total liabilities and stockholders™ equity. .. ... ... ... o $3.594.073 0 (111,318 §1,150.112 $2,347,709 $1,207,670
: .
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‘ UNITED AUTO GROUP INC; i
o ‘ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
5 ’ (ln thousands, except per share amounts) —_ (Contmued)
i o CONDENSED CONSOL]DATING STATEMENT OF INCOME :
Year Endeéd December 31, 2006 . .
S s . - Total -, » o United Auto .:7 Guarantor ~  Guarantor
. - T _ Company - “Eliminations. Group, Inc.:  Subsidiaries -~ Subsidiaries
T . (In Thousands):  * . ]
TRevenues. ... .......i..i........ . $11.242313 8 — $  — 7 $6785990  $4.456323 -
Costofsales. .. oo 9.537.844 . — . — 5731002 3,806,842
_ Gross profit.. . . . . i 1704469 - - — R 1,054,988 649 481
Scl]mg general, and admmlslralwe expeme.s ......... 1.356.452 — 15.153 " 832,129 o 309,170
Deprec1at10n and amortwatlon ........ ST Tl 44,863 | — 1,427 25,326 18:110
Operatmg income (lms) ................. '. : ".- o 303,154 T {16,580) - 197.5331 ) 122. 20|
_Floor plan inferest expense . . . . . . . e (61.565) : — — T2+ (40.803) 0. 762)
Other interest expeme ........................ (49.173) — — (29617 - (19, 556)
-Eqmty in cammgs of afﬁhates ......... e 8.201 — — 1413 76,788
Equity in eammgs of sub51d1mes ............... B — (211,743) 211,743 — —
Income. (loss) from continuing opemuons bc,iorc income ‘ - . . -
1axes and mlnorlty interests .. ... ... ... .., 200,617 (211,743) 195,163 1_2,8.526 ) :88.671
Income mxcs T e (67,845) '79.037 (73.032) (45,789} (28,061)
‘ Mlnomy mlereﬂ\ ............................ (2.172y | — - (1,324 -~ (848)
Income (loss) from continuing ope;aticms .. . S 130.600 (132.706) 122,131 81413 - 59,762
Loss from discontinued operations, net of tax .. ... ... (5.899) — . v — (4.634) . (1,265)
Net income {loss) .. .% .. ......... e Lo 50124700 5(132,706) $122,131 $ 76779 \$ 58,497
. ‘
LA
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UNITED AUTO GROUP INC.

. NOTES TO CONSOLIDATED FINANCIAL STATEMENTS .
- ‘ i . (In thousands, except. per share amounts) — (Contmued) -

CONDENSED CONSOLIDAT[NG STATEMENT OF INCOME
Year Ended Decemher 31, 2005

. - . -

. . S, S Non-~
L i Total ’ - . United Aute - "Guarantor Guarantor
. Ce 5 N o . ~Company ... Eliminations .Group, Inc. Subsidiaries  Subsidiaries
. e .. - " . (In Thousands) _' o o K
Revenues ... ......................:.. $9.661;393 -~ % — $ .7 — - $5993300  $3,668,093
Costofsales. ... ...................... 8187942 -~ % — - 5060536 . 3,127,406
Gross profit.. ... ......... e, 1473451 - - — 7 932,764 540,687
Selling, general;.and administrative expenses ... 13154,220 — 014,128 - - 716905 , : 423187
Depreciation and amortization. . /.. ...... ... 37,551 — 1,438 21,336 14,7717
Operating income (loss) . . .. .. J 281,680 —  (15,566) 194,523 -+ 102,723
. Floor plan interest expense . . . (47,124) . — — . (30,529) (16,595) .
“ Other interest expense . ........ e Lo (49,004) — — T (30,549 (18,455)
Equity in earmings of afﬁllales ...... e 4271 — —_ 691 3,580
Equity in earnings of subsidiaries .. ... ... ... : — (219,007 219,007 _ =
Income (loss) from continuing operations before ' - oL .
* income taxes and minority interests ., ., .. .. 189,823 (219,007) . 203,44] : 134,136 71,233
Income taxes .............. [P * (68,870) 87,491 (81,340) - (52,088). (22.933)
Minority interests . ............. e (1,814) —_ = (1,137 - L (67T).
Income (loss) from continuing opei’élions ...... 119,139 (131,516) 122,101 80,911 47,643
_Loss from discontinued operations, net of tax . .. .. (166) - : — 535 (701
Net income (loss) . .. .. e " $ 118973 $(]3i,S]6) $122:101 $ 8l446 § 46,942
v -
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UNITED AUTO GROUP, INC.

. .NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
' ’ ) (In- thousands, except per share’ amounts) — (Contmued)

L

: -CONDENSED CONSOLIDATING STATEMENT OF INCOME "

v

Year Ended December 31; 2004 o
" ’ . . i Non-
e Total : United Auto Guarantor - Guarantor
ol ! - Company: . 'Eliminations Group, Inc. - Swhsidiaries - Subsidiaries
- (In Thousands) ’ -
Revenues . . ..... e $8,388,021 - § —_ $ — $5,185,518 -$3,202,503
Cost of sales. . . . . T o e T132,693 — — 4398218 2734475
Grossprofit . ... ... ... 1,255,328 — — 787,300 468,028
Selling, general, and administrative expenses Ce 975,409 - — 12,640 . - 608,675-. 354,094
Depreciation and a]t]on1zallon. N e 36,365 ..+ — 818 - 18,780 16,767
’ _Ope'rating‘incomc (loss)....:............. 243,554 — +{13,458) 159,845 - - 97,167
“" - Floor plan interest expense . . . . . . [P (40,883) — — (28,561) v (12,322) _
' Other’interest expense . . ... .... T (42,923) — — (26,967 (15,956)
-Equity in ea_rning's of affiliates . ............ 5,770 — - — - 3319 2,451
“Other income . .. ..... .. PR AT 1469 0 — — N — 11,469
- Equity in eamings of subsidiaries ........... — 02,17 - 202,177 — —
* Income (loss) from contmumg operauons before ) : ‘
income taxes and” mlnonty intérests ... . ... .. 176,987 (202,177) - 188,719 107,636 82,809
Income taxes .. 5. ... (65,837) 84,202 (78,500} (44,061) (27,478)
" Minority interests . ... ...... e 2047 . — — (942) (1,105)
Income (loss) from continuing operalions ...... 109,103 (1 17,975) . 110,219 62,633 54,226
Income (loss) from dlscontmued Dperauons net . R -
oftax . ... ..l L 00 oo e 2,584 — — 2,801 217
Netincome {loss) ...................... $ 111,687 $(1 17‘975)“ $110,219 $ 65434
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do UNITED AUTO-GROUP, INC.,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(ln thnusands, except per share amoums) — (Continued)

CONDENSED CONSOLIDATING STATEMENT OF.CASH FLOWS
" Year Ended December 31; 2006

F-47

Non-
Total United Auto Guarantor Gum?;mor
R Company Group, Inc. Subsidiaries  Subsidiaries
. . (In Thousands) .
Net.cash from continuing operating activities . . . . ... .. $ 120,281 % (923 $120019 .- § 1,185
Investing ‘Activities: :
. Purchase of property and equipment . .............. (225,058) (954) (55,263) - (168,841)
’ P'rdce‘eds from sale — leaseback transactions ......... 106,167 — 26,447 79,720
Dealership acquisitions, net . . . . . . e (369,055) — (134,984) {234,071)
: _Net'bash frbm continuing investing activities.. . .. .. ... (487,946} " (954) (163,800) (323,192)
Financing Activities: .
Net. borrowings (repayments) of long-term deb[ S (211,072) 43,311 (411,671) 157,288
Issuance of subordinated debt ... ........ ... I . 750,000 —= - 750,000 —
Floor plan notes payable — non—trade .............. (71,140 - (243.085) 171,945
szymems of deferred ﬁnancing fees. ............... “(17.210) (17,210)" — —
Proceeds from exercise of common stock including ' e
"excess, tax benefit ........ PP L 18,069 . 18,069 — —
churqhaqe of common stock . ........... R (18,955) _  (18,955) — _
.Distributions from (to) parent ............ [ — — 5,144 (5,144
Dividends . . ............. e I (25,215) + (25,215) — —
' NeSt }:ash from continuing ﬁnzincing activities . . . ...... 424,477 -, — 100,388 _ 324,089
Net cash from discontinued Operations . . ............ (52,622) — (56,607) 3,985
lﬁgt change in cash and cash equivalents . ........... 4,190 (1,877 — 6,067
Cash and cash equivalents, beginning of period .. ... .. 8,957 2,210 — 6,747
Cash and cash equivalents, end of period . .. ......... $ 13,147 $ 333 § — $ 12814




ot

$ 2210
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UNITED AUTO GROUP, INC. ..
NOTES TO CONSOLIDATED FINANCIAL S’IIATEMENTS
(In thousands, except per share amounts) — (Continued)
CONDENSED CONSOL]DATING STATEMENTaOF CASH FLOWS ;
Year Ended December 3] 2005
: : n NOD-

Total United Auto Guaranter . Guarantor
_ Company °  Group, Inc. Subsidiaries Subsidiaries

" . . . ~ (In Thousands) ‘ T

" Net cash from continuing operating activities . . .. .. ... $169,373  3(15,179)  $ 130,365 - % 54,187

. Investing Activities: . e
Purchase of property and equipment . .............. (220,457) - (1,947) (136,497) (82,013) -
Proceeds fromsale — leaseback transactions . ........ 118,470 G = 65,620, 52,850,
Dealership acquisitions, net . ......... P . (126,879 . - — (107.084). . (19,795)
Net cash from continuing investing activities . . .. ... .. _(228866) .~ (1947)  (177961)  (48,958)

] - Financing Activities: .
K Net.borrowings (repayments) of iqng-term debt ....... - 2,388 - 16,171 (33) . (13,750)
" Floor plannotes payable — non-trade .............. '18,445 .o— . 15194 3,251
Proceeds from exercise of common stock including . )
excess tax benefit ... ..., ... e L. 4,673 4,673 — =
Distribulionq from (to) parent ..o .. L — — (3,718) 3718
Dividends - . .............. PRI S L (20,844)  (20,844) L= el —

" Net cash from continuing ﬁnancmg activities . ... ... .. 4,662 = 11,443 " (6,781)
Net cash from discontinued operatlons .............. - 40,241 — 36,153 '74,088 o
Net change in cash-and cash equwalents ............ (14,590) (17,126) — 2"536
Cash and cash equivalents, beginning of penod ....... 23,547 19,336 L — 4, 211
Cash and cash equivalents, end of period . .. ......... $ 8957 $7 0 — $ 6, 747

-
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UNITED’AUTO GROUP, INC.
NOTES TO CONSOLIDATED FINA'NCIAL"STATEM.ENTS
-(In thousands, except per share amounts) — (Contmued)

CONDENSED CONSOLIDATING STATEMENT OF CASH FLOWS
~ ’ Year Fnded December 31 2004

B Non- ‘ -
Total United Auto Guarantor Guarantor
Comp.my Group, Inc. Subsidiaries’ = SubSIdlarles

)

{In Thousands) - "

Net cash from continuing operatihg activities . . . ... ... $266592 § 11442 $161.936 % 93,214,
Investing: Activities: ‘ . . S o _ ' ' -
Purchase of property and equipment . .............. ‘ (225,355) (371 (95,627) (129,557)° ' -
lProcecdq from sale — leaseback transacuonq ....... S.. 149,076 — 65,893 83,183
' Dealership acquisitions, net . .. .. .......... I L. (210,084) - (152,834) * ' (57.250)
Proceeds from sale of investment. ......... e 13,566 — ‘ — 13,566 -
Net cash from continuing investing activities ... ... ;.. (272,997) (371)  (182,568) . (90,058) -
Financing Activities: o o R )
Net borrowings (repayments) of long-term debt . .. .. .. (74,257 (110,960) 74,942 (38,239)
Floor plan notes payable — non-trade ... ........... (58,841} — (49,427) (9,414)
Proceeds from issuance of common stock ........... 119,435 * 119,435 — . —
Proceeds from exercise of common stock mcludmg ' '
excess tax benefit ... .. ... . ... ... . ... . . o 9,936 9,936 — —
Distributions from (10) parent . ............. ... — . — (43,776) 43,776
Dividénds ................................... (18,411) (18,411} — —
Net cash from cominuiﬁg financing activities . . . . . . . (22,138) C— (18,261) (3,877)
. Net cash from Qiscontinued operations. . . ... .. .. 33,73] — - 35,925 (2,144)
Net change in cash and cash equivalents . . . . . DT © 5238 11,071 (2.968) (2,865)
Cash and cash equivalents. beginning of period . ... ... 18,309 8,265 2,968 7,076
Cash and cash equivalents, end of period .. ......... % 23547 % 19336 § — 3 4211
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EARR PR UNITED AUTO GROUP INC
VALUATION AND QUALIFYING ACCOUNTS

‘Schedule II

' R . FoT Balance at Deductio-ns, . BaIIance
. R N : Beginning S “Recoveriés  at End
Description - - + - -, of Year ©  Additions’ ~* & Other  ~“of Year
_.T'—T e AR . i (In Thousands) © |
Year Ended December 3l 2006 - ‘ - .
.. A]]owance for doubtful dccounts ........................ 3,933 1,785 (2 863) 2,855
. Tax viluation allowance. oS 4,119 1,456 (1.632) 3943
- Year Ended: December 31, 2005_ : . i . C
A]Iowance for doubtful accounts | ...... o 3350 2.729 . (2,!_4_6;) 7 3.9?;3= o
- Tax valuation allowance . e 1,080 3,190 (50 | - 4,[-19'
" Year Ended December 31, 2004 BRI : Lo c .
Allowance for doubtful accounts . ..: . S AL 2034 3,149 . (2,733) 3,350
Tax valuauon allowance S A . — Losge -, $1.080 .
s e ‘."r‘ ‘ '
N ' . o ¢- ‘ _ F-50 - '.! ] ‘ ) ' '
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T - ~ Exhibit 31.1

CERTIFICATION OF. PRINCIPAL EXECUTIVE OFFICER

RE RogerS Penske,. cemfy that i ' - o Lo e

1. l have revtewed this annual report on Form 10-K of Umted Auto Group, lnc . e A

2. Based onmy know]edge ‘this report does not contain any untrue statement of a materlal fact or omit to state
a material fact necessary to'make the Slatements made, in light of the cnrcumstances undér which such statements

were made,-not mlsleadmg with respccl to the perlod covered by this Teport; - Ce I e troa T

3 ‘Based on my knowledge the ﬁndncml statements, and other ﬁnancra! inforniation mcluded in‘this- reporl

faxr]y présent in all material respects the fi nancial condition, results of operatrons and cash flows of the reglslram as~ i

of, ‘and for, the periods présented in this annual report; T BT I o w0

il - . . ..

4. The registrant’s other‘cenifying officer(s) and l are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a<15(e) and .15d-15(e)) and internal controt.over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:

0

. a)-.Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
'to be designed under our supervision, to ensure that material information relating.to the registrant, including its
-consolidated subsidiaries, is made known 1o us by.others within those entities, parucuiar[y during the penod in
which this report is bemg prepared; :

© b) Designed such internal control over financial reporting, or caused such internal control over financial

reportmg to be designed under our supervision; to provide reasonable ‘assurance regarding the reliability of

financial reporting and the prepamnon of financial statements for external purposes in accordance with
. generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s'disclosure controls and.procedures and presented in this
report our conclusions aboul the effectiveness of the disclosure-controls and procedures as of the end of the
period covered by this report based on such evaluation; and s :

d) Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred duririg the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in thé case of an
annual report) that has materially.affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting;

5.. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auduors and the audit committee of regﬁtram s board of
directors (or persons performing the equivalent functions):

a). All significamt deficiencies and material weaknesses in the design or operation of internal control over
-'financial reporting which are reasonably likely to adversely affect the reglstram s ability to record; process
summarize and report financial information; and

_b) Any fraud, whether or not material, -that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. . -

/s/ RoGER S. PENSKE

.
vt

- 2.4 . RogerS. Penske . o
© .o e Titler Chlef Execunve Ofﬁcer Lo

February 28, 2007 ' h o , R . -
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Exhibit 31.2

' o CERTIFICAT]ON OF PRINCIPAL FINANCIAL OFFICER

I, Robert T O Shaughneqsy cernfy that : e " S

.

. T have rev1ewed thls annual report on Form 10-K of United Auto Group, Inc.; ;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state

a matérial fact necessary to make the statements made, in light of the circumstances under which such statements.'

were made, not misleading with respect to the period covered by this annual reporl C

3 ‘Based’ on my knowledge, the: ﬁnancm] statements, and other ﬁnancml information 1nc]uded in this report
fairly present in all material respecs the financial condition, results of operatlons and caeh ﬂows of the reg1stram as
of, and for, the periods preqemed in this annual report; . -

4. The registrant’s other certifying ofﬁcer(s) and [ are responsible for establishing and maintaining:disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting {as defined in Exchange Act Rules I3a-15(f') and 15d-15(f)} for the registrant and we have:

- a) Designed such dlsclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the penod in

. which this report is being prepared, - A

b) Designed such imernal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statemients for external purposes in accordance with
generally accepted accounting principles;

c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

-d)- Disclosed in this report any change in the registrant’s internal-control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
control over financial reporting;

5. The registrant’s other certifying officer(s) and I have disclosed. based on our most recent evaluation of
internal control over financial reporting, to the registrant’s auditors and the audit committee of registrant’s board of
directors (or persons performing the equivalent functions):

a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial Teporting which .are reasohably likely to adversely affect the’ regrstmm 8 ablllly to record process .
summarlze and report financial information; and

b) Any fraud, whether or not. material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting. -

/s/  RoserT T. O SHAUGHNESSY

Raobert T. O’Shaughnessy
- . . - Chief Financial Officer

February 28, 2007




CERTI_FICATION PURSUANT TO 18 U, S C SECTION 1350 AS ADOPTED PURSUANT TO
: o SECTION 906 OF. THE SARBANES-OXLEY ACT OF 2002
ended December 31, 2006 as ﬁled with the Secuntlcs and Exchange Commmlon on the date hereof (lhe “chort”)

we, Roger S. Penske andRobert T. O’ Shaughnessy, Pnnc;paE Executlvc Ofﬁcer and Prmcnpal F1nanc1al Ofﬂcer,

L respccuvcly, of the Company, cemfy, pursuant o 18U.S.C. Scctlon 1350 as adopted pursuarit to Secnon 906 of thc
g Sarbanes Oxley Act of’ 2002 that: | - '

o
o

& .The: Report fully complles wrlh the requnrements of scctlon 13(a) or 15(d) of the Securmcs Exchange ‘

“Act 0fl934 and T co : . ’

"'.' . o "_

<2 Thc mformdtlon contamed in the Report- falrly prcsents in‘all mater:al respects the ﬁnancml ccmdmon -

and results ‘of operatlons of the Company

/sl - RcGER S. PENSKE

oo ! . '+ "Roger S. Penske:
S R = _ - Chief Executive Officer

' February 28.:2007.

Is/ l ‘RoBerT T. O’ SHAUGHNESSY

RobertT. (’Shaughnessy
Chlef Financial Officer

February 28, 2007

., Asigned original of this wrlltcn statement required by Sccnon 906 has been provided to United Auto Group,

" Inc. and'will be retained by Unncd Auto Group, Inc: and furnished to the Sccuntlcs and Exchange Commission or
its staff upon request. )

w In connecnon with thc dnnual report of Umted Aulo Group, Inc (thc COmpdl’ly ) on Form 10-K for the year - _




‘UnitedAuto

To Our Stockholders:

You are invited to attend the annual meeting of stockholders
of United Auto Group, Inc. to be held at 8:00 a.m., Pacific Day-
light Time on May 3, 2007, at Wynn Las Vegas the s:te of Penske

Wynn Ferrari Maserati, one of our premier automotive dealer- -

ships. Wynn Las Vegas is located at 3131 Las Vegas Boulevard
-South, Las Vegas, Nevada. : -

.The accompanying. Notice of Annual Meeting and Proxy
Statement describe the specific matters to-be voted upon at
the meeting. The annual meeting provides an excelient oppor-
tunity for stockholders to become better acquainted with Uni-
tedAuto and its directors and offlcers and'| hope that you will
attend. : -

Whether or not you pl'an to attend ‘we ask that you cast your'

vote as soon as possible. This-will assure your shares are rep-
resented atthe meeting. Thank you foryour continued support of
UnitedAuto.

Sincerely,

‘ROGER S. PENSKE
- Chairman of the Board and
Chief Executive Qfficer

Bloomifield Hills, Michigah
March 29, 2007




 UnitedAuto

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
May 3, 2007

I

We will hold ouf annual meetmg of stockholders at 8: 00 a. m Pacnflc_
-Dayllght Time on. May 3, 2007 at Wynn“Las- Vegas the site ‘of Penske ‘Wynn

Ferrari Maserati, one of our-premier automotive dealershlps Wynn Las Vegas is:

_. " located at 3131 Las ‘Vegas Boulevard South,’Las* Vegas Nevada The agenda -
~items. forapproval at the meetlng consnst oft | , S oL

(1) the election of twelve directors to serve until the next’ annual meet- '_ .
-ing of stockholders or until thelr successors are duly elected and
Qqualified; .

(2) the amendment of our certlflcate of’ lncorporatlon to change our
* name from “United Auto Group, Inc” to “Penske Automotlve Group, -
Inc’ and ‘ '

- (3) the transaction of such other busmess as may properly come
before the meetlng

, Stockholders of .record as. of March 12 2007 ‘can vote at the annual
“meeting and- any postponements Yol g adjournments of the annual meeting.

. We will make available for.inspéction.a list-of holders of:our common stock
. as of the record date durlng business, hours from April, 17, 2007 through May 3, ..

- 2007 at our principal’ executive’ offlces Iocated at 2555 Telegraph Road, . .
Bloomfield Hills, Michigan 48302. Thls proxystatement andthe enclosed proxy
card are first being drstrlbuted on or about March 29, 2007

~Your vote is very |mportant Please complete date and S|gn the enclosed
proxy card, and return it promptly in the enclosed postage prepaid envelope or
‘otherwise cast your vote. Your prompt votlng will.ensure a quorum. You may

- revoke your proxy and vote personally’ on all matters brought before the annual

meeting. : -

By Order of the Board of Directors,

SHANE M. SPRADLIN
Vrce Presrdent and Secretary

Bloomfleld HI||S Machlgan
- March 29, 2007




T"”.EB.'—EQF CQNTENTS?- .

Procedural QUBStIOﬂS about the Meetlng
Proposal 1 = Election of Directors

© Proposal 2~ Amendmert of Certificate of Incorporatlon -t

"Our Corporate. Governance
Executive Offlcers

: Compensatlon Commlttee Report

Compensatlon Dlscussmn and AnaIyS|s ,
- Executive and Dlrecton Compensation o :
Securlty Ownership of Certain Benef|C|aI Owners and Management
Audit Committee Report : : '
Independent Reglstered Public Accountlng Flrms
Related Party Transactions. ‘

, Oth,er Matters
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-stock outstanding. : -

PRO_CEDURAL.Q_UESTIONS ABOUT THE MEETING
What am | voting on? L o . _
Proposal 1: Election of twelve directors’to serve until the next annual meeting of stock-
o holders, or until their successors are duly elected and qualified. '

Propos"al 2: Amendment of our certificate of incorporation to chan?é our name from
- “United Auto Group, Inc” to “Penske Automotive Group, Inc”

Who can vote? : -

Stockholders of UnitedAuto as of the close of business on therecord date, March 12, 2007,
can vote at the annual meeting. Each share of our common stockgets one vote. Votes may
not be cumulated. As of March 12, 2007, there-were 94,874,030 shares of our common

‘How do 1 vote before the meeting?
By completing, signing and returning the enclosed proxy card.

May | vote at the meeting? _ :

You may vote at the meeting if you attend in person. If you hold your shares through an
account with a bank or broker, you must obtain a legal proxy from the bank or broker in
order to vote at the meeting. Even if you plan to attend the meeting, we encourage you to
vote your shares by proxy. : : :

Can | change my mind after | vote?

" You may change your vote at any time before the 'pblls close at the meeting by (1) signing

another proxy card with a later date and returning it'to us prior to the meeting, (2) voting at
the meeting if you are a registered stockholder or have obtained a legal proxy from your
bank or broker or (3) sending a notice to our Corporate Secretary prior to the meeting

~stating that you are revoking your proxy. = ‘ ]
. .What if | return my proxy card but do not provide voting instructions?

Proxies that are signed and returned but do not contain instructions will be voted (1) FOR
the election of the twelve nominees for director, (2) FOR amendment of our certificate of

" incorporation and (3) in accordance with the best judgment of the named proxies on any

other matters properly brought before the meeting.

Will my shares be voted if I do not provide my ,'oroxy'instruction form?

If you are a'registere‘d stockholder and do not provide a proxy, you must attend the meeting '

in order to vote your shares. If you hold shares through an account with a bank or broker,

- Your shares may be voted even'if you do not provide voting instructions on your instruction

orm. Brokers have the.authority under New York Stock Exchange rules to vote shares for

which their customers do not provide voting instructions on certain “routine” matters. The .

election of directors and the amendment of our certificate of incorporation are considered
routine matters for which brokers ' may vote without specific instructions.

May stockholders ask duestions at the meeting?

Yes. Our representatives will answer stockholders' questions of general interest at the end -

of the meeting. In order to’give a greater number of stockholders an opportunity to ask

- questions, individuals or grougs may be allowed to ask only one question and repetitive or

follow-up questions may not be permitted. :

How many votes must be present to hold the meétihg? -
Your shares are counted as present at the meeting if you attend the meeting and vote in

. person or if you properly return a proxy. In order for us to conduct our meeting, a majority of
. our outstanding shares of common stock as of March 12, 2007 must be present in person or

by proxy at the meeting (47,437,016 shares). This is referred to as a quorum. Abstentions and
broker non-votes will be counted for purposes of establishing a quorum at the meeting.

How many votes are needed to approve UnitedAuto’s proposals?

Regarding proposal 1, the twelve nominees receiving the highest number of “For" votes will
be elected as directors. This number is called a plurality. Shares not voted, whether by
marking “Abstain” on the proxy card or otherwise, will have no impact on the election of
directors. Regarding proposal 2, the affirmative vote of holders of a majority of the out-
standing shares of common stock (47,437,016 shares) will be required for approval of the
amendment to our certificate of incorporation and abstentions and broker non-votes will
have the effect of voting against the proposal.

1
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PROPOSAL 1 - ELECTION OF DIRECTORS

Proposal 1.to be voted.on at the annual meeting is the election .of the following twelve
director nominees, each of whom is recommended by our Nominating and Corporate Gov-
ernance Committee and Board of Directors. If elected, each of these nominees will serve a
one-year term and will be subject to re-election at next year’s annual meeting. ‘Pursuant to-a
stockholders agreement, certain of our stockholders affiliated with Roger S. Penske and
_ Mitsui & Co., Ltd.-have agreed to vote together to elect members of our Board of Directors.
See “Related Party Transactions” for a description of this 'stockholders agreement.

- Our pdard of Directors Recommends a Vote “FOR” Each of The Following Nominees: -

John D. Barr -
CEOQ, Papa Murphy's
International, Inc.

Mr. Barr, 59, has-served as'a director since December 2002.
Mr. Barr has been the Chief Executive Officer of Papa:Murphy’s
International, Inc., a take-and-bake pizza chain, since April
2005 and its Vice Chalrman since July 2004. From 1999 until
April 2004, Mr. Barr served as President and Chief Executive
Officer of Automotive Performance Industries, a vehicle trans-

portation service provider. Prior thereto, Mr. Barr was President -

and Chief Operating Officer, as well as a member of the Board
of Directors, of the Quaker State Corporation from June 1995

" to 1999. Prior to joining Quaker State, Mr. Barr spent 25 years

Michael R..Eisenson —
Managing Director and -
CEOQ of Charlesbank-

_ Capital Partners, L.L.C

. Hiroshi Ishikawa -
Executive Vice President —

" International Business

Development of UnitedAuto

Robert H. Kurnick, Jr. -
Vice Chairm_an pf _UnitedAuto

with The Valvoline Company, a subsidiary of Ashland, Inc.,
where he was President and Chief Executive Officer- from
1987 to 1995. Mr. Barr.is a director of Clean Harbors, Inc,,
James Hardie Industries, NV and UST, Inc. )

Mr. Eisenson, 51, has served as a director since December

71993. He is a Managing ‘Director and CEO.of Charlesbank
Capital Partners LLC, a private investment firm and the succes-

sor to Harvard Private Capital Group, Inc., which he joined in
1986. Mr. Eisenson is also a director of Animal Health Interna-
tionat, Inc., Caliper Life Sciences, Inc., Catlin Group Limited and

.Playtex Products, Inc., as well as a n_urnber:'of private

companles

Mr. Ishikawa, 44, has served asa dlrector since May 2004 and.
our Executive Vice President - International Business Devel-
opment since June 2004. Previously, Mr. Ishikawa served as
the President of Mitsui Automotive North America, Inc. from
June 2003 to May 2004. From October 2001 to May 2003,

Mr. Ishikawa served as Vice President, Secretary‘& Treasurer
for Mitsui Automotive North America, Inc. From March 1997 to
October 2001, Mr. Ishikawa served as the Assistant General
Manager, Machinery & Automotive Department, of Mitsui & Co.

(U.S.A), Inc. Detroit Office.

Mr. Kurnick, Jr, 45, has served as our Vice Chairman since
March 8, 2006 and a director since May 3, 2006. From February

- 2000 until March 2006, Mr. Kurnick served as our-Executive _

Vice President and General Counsel. Since January 2003,
Mr. Kurnick has served as President of Penske Corporation.

-Employed by Penske Corporation since January 1995, Mr. Kur-

nick has served in various capacitiés, including Executive Vice

-President of Penske Corporation, from January 1985 to
~ December 2002. Mr. Kurnick is also a dlrector of Penske

Corporation.




William J. Lovejoy -
. Manager of Lovejoy &
'Assomates

Kimberly J. McW.eters -
CEO of Universal Technical
Institute, Inc.

Eustace W. Mita-
Chairman of Achristavest
" Properties, LLC

L’ucro' A. Noto -
"Retired Vice Chalrman of
ExxonMobil Corporahon

Roger S. Penske -

Chairman of the Board and .

CEO of UnitedAuto and
Penske Corporation :

Mr. Lovejoy, 66, has served as a director since March 2004.
Since September 2003, Mr. Lovejoy has served as Manager of

- Lovejoy &.Associates, .an ‘automotive consulting” firm. From
January 2000 .until December 2002, Mr. Lovejoy served as -

Group.Vice Pre5|dent North Américan vehicle sales, service

.and marketing for General Motors Corporation. From 1994
. until, December 1999, Mr. Lovejoy served as Vice President
N of General Motors servuce and parts operation. From 1962 until

1992, Mr. Lovejoy served in various capacities for General
Motors. Acceptance Corporation ("GMAC") and ultlmately
President of GMAC in 1990. L

Ms. McWaters 42 has served as’ a d1rector since December
2004..Since October 2003, Ms. McWaters has served.as CEO
of Universal Technical.Institute,’ Inc. (*UTI"), a natlonW|de pro-
vider of technical educational training.for’ individuals seeking

. careers as professional automotive technicians. Since Febru-

ary 2000, Ms. McWaters has served as President of UTI. From
1984 until 2000, Ms. McWaters held several positions at UTI
including vice president of marketing and vice: pre31dent of

_ sales and marketing.

Mr. Mita, 52, has served as a director since August 1999. Since
October 2002, Mr. Mita has’ been chalrman of Achristavest
Properties, ELC, a developer of waterfront propertles in New

- Jersey, -Maryland, - Massachusetts ‘and Pennsylvania, and

Chairman of Mita. Management L.L.P, a closely held company _
with interests in 'the automotive and real estate mdustrles

From April 2000:until October 2001,-Mr. Mita served as the

Executive Vice President of The Reynolds & Reynolds Com- -
pany. Prior thereto, Mr. Mita served as President and Chief
Executive Officer-of HAC Group, LLC, an automobile training

-and consulting company with operations in nineteen coun-
“tries, which was-acquired by The Reynolds and Reynolds
- Company in 2000. In 1984, Mr. Mita.founded Mita Leasing, a
" unique conceptin automotive retailing and leasing. Mr. M:ta is

also a foundlng director of First Republic Bank.

Mr. Noto 68, has served as a director since March 2001.
Mr. Noto retired as'Vice Chairman of ExxonMobil Corporation
in January 2001, ‘a position he had held since the merger of
Exxon and Mobil companies_in November. 1999. Before the
merger, Mr. Noto was Chairman and CEO of Mobil Corporation,
where he had been employed since 1962. Mr. Noto is a man-
aging partner of Midstream Partners LLC, an investment-com-
pany specializing in energy and transportation projects. He is

- . also a director of International Business Machines Corpora- "~

tion, the Altria. Group,- Inc., Shinsei Bank, Stem Cell Innova-
tions, Inc. and the Commercial International Bank of Egypt.
Mr. Noto is a member of the TemasekTechnoIogles(Smgapore)
Internataonal Adwsory Counsel

Mr Penske, 70, has served as our Chairman and CEO since
May 1999."Mr. Penske has also been Chairman of the Board
and CEO of Penske Corporation since 1969. Penske Corpo-
ration is a privately owned diversified transportation services

3



Richard J. Peters -
Managing Director of
Transportation Resource
Partners, LP

Reonald G. Steinhart —
Retired Chairman and

CEOQ, Commercial Banking

Group, Bank One
Corporation

H. Brian Thompson -
Chairman of Comsat
International

company that holds, through its subsidiaries, interests in a

‘number of businesses. Mr. Penske has also been Chairman
. of the Board of Penske Truck Leasing Corporation since 1982,

Mr. Penske serves as a member of the Boards of Directors of
General Electric Company and Universal Technical Institute.

" -Mr. Penske also is Chairman of the Downtown Detroit Partner-

ship, a‘director of Dgtréit Renaissance and a member of The
Business Council. - ’

Mr. Peters, 59, has served as a director since May 1999. Since
January 2003, Mr. Peters has been a Managing Director of
Transportation Resource Partners (“TRP”}. From January 2000
to December 2002, Mr. Peters was President of Penske Cor-
poration. Since 1997, Mr. Peters has also served as President
and CEQ of R.J. Peters & Company, LLC, a private investment
company. Mr. Peters has also served as an officer and director
of various subsidiaries of Penske Corporation since 1990.
Mr. Peters has been a member of the Board of Directors of

- Penske Corporation since 1990 and serves as a member of the

Board of Directars of various TRP portfolio companies, includ-
ing-Autocam Corporation. '

Mr. Steinhart, 66, has served as a.diréctoir sinc;e March 2001.

" Mr. Steinhart served as Chairman and CEO, Commercial Bank-

ing Group, of Bank One Corporation from December 1996 until

. his retirement in January 2000. From January 1995 to Decem-

ber 1996, Mr. Steinhart was Chairman and CEO of Bank One, .

+ Texas, N.A. Mr. Steinhart joined Bank One in connection with
.its merger with Team Bank, which he founded in 1988.
. Mr. Steinhart also serves as a director of Animal Health Inter-

national, Inc., Texas Industries Inc., Penson ‘Worldwide, Inc.,

: and as a Trustee of the MFS/Compass Group of mutual funds.

Mr. Thompson, 67, has served as a Director since March 2002.
Mr. Thompson is Executive Chairman of Global Telecom &

" Technology (GTT), a worldwide multi-network telecommuni-

cations operator. He is also Chairman of Comsat International,
a telecommunications services p_royidei', and heads his own
private equity investment and advisory firm, Universal Tele-
communications; Inc.,, in Vienna, Virginia. Mr. Thompson
served as Chairman and CEO of Global TeleSystems Group,
In¢. from March 1999 through September 2000 and from 1991
to 1998, he served as Chairman and CEO of LCl international.

‘Subsequent to the June 1998 merger of LCI with Qwest Com-

munications International Inc.,, Mr. Thompson became Vice
Chairman of the Board for Qwest until his resignation in
December 1998, In 1999, Mr. Thompson was Chairman of
the-Irish telephone company, Telecom Eirann, and Executive
Vice President of MCI Communications Corporation from 1981

-to 1990.. Mr. Thompson currently serves as a member of the -

Board of Directors of Axcelis Technologies, Inc., Bell Canada
International Inc., and Scnus Networks, Inc. :

4
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-;PROPOSAL 2 AMENDMENT TO CERTIFICATE OF INCORPORATION TO‘ |
CHANGE OUR NAME:FROM “UNITED AUTO GROUP,INC”. TO "
© . . “PENSKE AUTOMOTIVE GROUP INCZ” - -~

Our Board of Directors has unammously approved subject to stockhoider approval an
" amendment to'our certificate of mcorporatlon to change our name from Unrted Auto Group Inc
to Penske Automotive Group, lnc ) .

 The Board of Dlrectors belleves that the Penske name is favorably réceived in the busmess
'commumty in Ilght of the performance and recognrtlon -of other Penske Corporatlon invest-
* ments such as Penske Truck Leasnng, a global transportation services provnder and supply
chain management, company We also believe the change will benefit our company: because of
the “Penske” name recognltlon and its assomation with general excellence, due in part to the
successes of Penske: Racing as well as the busmess success of Penske Corporatlon Forthese
same reasons, we currently utilize the “Penske” name at several of our franchises. If the name
. change is approved, we WIII execute a ||cense agreement for the "Penske name from Penske

~ Gorporation. - o , T

i, ESEN e N 3 -

The voting and other nghts of our commion stock will riot be-affected by the change in
corporate name. It also will-not affect.in any way the validity or transferability of ‘currently
outstanding stock certificates and stockholders are not required to surrender those certificates
as aresult of the name change. In connection with our name change, we expecttoobtainanew
‘New York Stock Exchange Tradlng Symbol. The text of the proposed amendment to our
.certificate of incorporation is attached as Annéx A. We expéct to ofﬂcrally change our corporate
name by flllng this amendment on July 1, 2007 ' .

THE BOARD OF DIRECTORS RECOMMENDS. A VOTE “FOR” THE AMENDMENT TO
OUR.CERTIFICATE OF INCORPORATION TO CHANGE OUR NAME FROM
“UNITED AUTO GROUP INC” TO PENSKE AUTOMOTIVE GROUP INC.

‘OUR COBP'ORATE GQVE_FINANCE

Compensation & = Nominating & -

. - ' - .Management . Corporate .
2006 DIRECTORS . BOD  Audit Development - Governance Executive
JohnD.Barr........... e X X _
Michael R. Eisenson .......:..... X X - " ' X
Hiroshi Ishlkawa.i.' ..... AP X ‘ ‘
Robert H. Kurnick, Jr ........... X-
William J. Lovejoy...... e X X
Kimberly J. McWaters . . . .. e X o . X
Eustace W. Mita . ... .......... X X X .
Lucio A.Noto . . . ... e X : . . X
Roger S.' Penske. ... ... ceeieeen X ' X
Richard J. Peters ............... X ‘ X
Ronald G. Steinhart.:. ... ..., ae. X - X o '
H. Brian Thompson . ............ X i : X . - X
No. of Meetings 2006...;........ 7. '14 -5 -2 0

Our Board of Directors’ has four standmg commrttees the Audit Commlttee the:Com-
pensation and Management Development Committee, the Nominating and Corporate Gover-
nance Committee and the Executive Committee.- The Board of Directors approved a charter for
each of the Audit, Compensation and Management Development, and Nominating and Cor-
porate Governance -committees, which charters are available on our website,
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www.unitedauto.com under the tab “Corporate Governance” or in print (see “Corporate Gov-
ernance Guidelines” below). The principal responsibilities of each committee are described
_ below. All of our directors attended over 83% of our board and commiittee meetings in 2006,
other than Ms. McWaters who attended 67% of the reievant meetings. The average attendance
of our Board members in 2006 was 93%. All of our directors are encouraged to attend the
annual meeting and all did attend the annual meeting in 2006.

. Audit Committee. The purpose of this committee is to assist the Board of Directors in
fulfilling its oversight responsibility relating to (1) the integrity of our financial statements and
financial reporting process and our systems of internal accounting and financial controls; (2) the
performance of the internal audit function; (3) the annual independent audit of our financial
statements, (4) the engagement of the independent registered public accounting firms and the
evaluation of the independent registered public accounting firms' qualifications, indepen-
dence and performance; and (5) the fulfiliment of the other responsibilities set out in the Audit
Committee charter. The Board of Directors has confirmed that all members of the Audit
Committee are “independent” and “financially literate” under the New York Stock Exchange
rules and applicable law, and each is an “audit committee financial expert,’ as that term is
defined in Securities and Exchange Commission rules. Mr. Steinhart serves on the audit
committee of three other entities. In 2007, the Board determined that Mr. Steinhart’s simulta-
neous service on four audit committees-would not impair his ability to effectively serve as a
member of our audit committee. :

Compensation and Management Development Committee. The purpose of this com-
‘mittee is to assist the Board of Directors in discharging its responsibility relating to compen-
sation of our directors, executive officers and such other employees as this committee may
determine, succession planning and related matters. Each commlttee member is mdependent
under our guidelines for d|rector independence.

Nominating and Corporate Governance Committee. The purpose of this committee is
to identify individuals qualified to become members of the Board of Directors, to recommend
Director nominees for each annual meeting of stockholders and nominees for election to fill any
vacancies on the Board of Directors and to address related matters. This committee also
develops and recommends to the Board of Directors corporate governance principles and is
responsible for leading the annual review of our corporate governance policies and the Board
of Directors’ performance. Each of the Committee members is independent under our guide-
lines for director independence.

Executive Committee. Our Executive Committee’s primary function is to assist our
Board of Directors by acting upon matters when the Board of Directors is not in session.
The Executive Committee has the full power and authority of the Board of Directors, except to
the extent limited by law ¢r our certificate of incorporation or bylaws.

Corporate Governance Guidelines. The Nominating and Corporate Governance Com-
mittee also makes recommendations concerning our corporate governance guidelines, which
are posted on our website, www.unitedauto.com, under the tab “Corporate Governance’”
These guidelines, and the other documents referenced in this section, are also available in print
without charge to any stockholder who requests them by calling cur investor relations depart-
ment at 248-648-2500.

Lead Director. One of our governance principles is that we have an independent “Lead
Director,” who is responsible for coordinating the activities of the other outside Directors,
including the establishment of the agenda for executive sessions of the outside Directors, and
who shall preside at their meetings. These sessions generally occur as part of each Board
meeting and include, at feast annually, a session comprised of only our independent directors.
Our Lead Directoris currently H. Brian Thompson. He may be contacted by leaving a message
at the following telephone number: 800-469-1634. All messages will be reviewed by our
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Corporate Secretary’s office and all (other than frivolous messages) will be forwarded to the
Lead Director. Any written communications.to the Board of Directors may be sent care of the
" Corporate Secretary to our principal. exécutive office. These communlcatlons (other than
frivolous messages) also will be forwarded to the Lead Director.

Code of Conduct. We have also adopted a Code ‘of Business Conduct and Ethics,
appli'cable'to all of our employees and directors, which is posted on our website at www.u-
- nitedauto.com under the tab “Corporate Governance” and is available in print (see “Corporate
Governance Guidelines” above) We plan to disclose waivers, if any, for our executive officers
or directors from the code on our website, www.unitedauto.com.

_Director Independence. A majority of our Board of Directors is independent and each of

‘ " the members of our audit, compensation and nominating committees is independent. The

Board of Directors has determined that Ms. McWaters and Messrs. Barr, Eisenson, Lovejoy,
Mita, Steinhart and Thompson are each independent in accotdance with the listing require-
ments of the New York Stock Exchange, as well as with the more stringent requirements of our
gurdelrnes for independent directors found in our corporate governance guidelines which are
available on our website www.unitedauto.com and are set forth below. As required by New York
Stock Exchange rules, our Board of Directors made an affirmative detefmination as to each
independent director that no material relationship exists which, in the opinion of the Board of
Directors, would interfere with the exercise of independent Judgment in carrying out the
responsibilities of a director. In making these determinations, the Board of Directors reviewed
and discussed information provided by the directors and us with regard to each director’s
business and personal activities as they may relate to us ‘and our management h

For a'director to be considered mdependent under our corporate governance gurdelrnes
the Board of Directors must determine that the director does not have any direct or indirect
material relationship with us (including any parent or subsidiary in a consolidated group with
us). In addition to applying these guidelines, the Board of Directors considers relevant facts
and circumstances in. making an independence determination, and not merely from the
standpoint of the director, but also from that of persons ororganrzatlons with which the director
has an affiliation. With respect to our rndependent directors, the Board consideréd the trans-

actions, relationships and arrangements described under “Related Party Transactions” in its -
independence determination.

Under our guidelines, a director will not be independent if:

1. the director is employed. by us, or an immediate family member is one of our
executive officers;

2. the director receives any direct compensation from us, other than director and
committee fees and forms of deferred compensation for prior service (provided
such compensation is not contingent in any way on continued service);

3. the director is affiliated with or employed by our independent registered public

" accounting firms {or internal auditors), or an immediate family member is affiliated

with or employed in a professional capacity by our independent registered public
accounting firms {or internal auditors); or

4. an executive officer of ours serves on the compensation committee of the board of
directors of a company that employs the directororan |mmedrate family member as
an executive officer.

A director also will not be independent if, at the time of the independence determination,
the director is an executive officer or employee, or.if an immediate family member is an
executive officer, of another company that does business with us and the sales by that
company to us or purchases by that company from us, in any single fiscal year during the
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evaluation period, are more than the greater of one percent of the annual revenues of that
company or $1 million. Furthermore, a director will not be independent if, at the time of the
independence determination, the director is an executive officer oremployee, or animmediate
family member is an executive officer, of anocther company thatis indebted to us, orto which we
are indebted, and the total amount of either company’s indebtedness to the other at the end of
the last completed fis¢al year is more than one percent of the other company’s total consol-
_idated assets. Finally, a director will not be independent if, at the time of the independence
determination, the director serves as an officer, director or trustee of a charitable organization,
‘and our charitabie contributions to the organization are more than one percent of that
organization’s total annual charitable receipts during its last completed fiscal year.

Under the New York Stock Exchange rules, if a company is “controlled,” it need not have a
majority of independent directors or solely independent compensation or nominating com-
mittees. We are a “controlled company” because more than 50% of the voting power for the
election of directors is collectively held by Penske Corporation, Mitsui & Co. and their affiliates.
These entities are considered a group due to the provisions of the stockholders agreement
between these partles described under “Related Party Transactions” Even though we are a
“controlled company,” we are fully compliant with the New York Stock Exchange rules for non-
controlled companies. A majority of our Board of Directors is independent and each of our
nominating, audit and cornpensatlon committees is comprised solely of independent
dlrectors .

Director Nominees. The Nomlnatmg and Corporate Governance Committee believes
that director candidates should have cértain minimum qualifications, including having personal
integrity, toyalty to UnitedAuto and concern for its success and welfare, willingness to apply
_ sound and independent business judgment and time available for UnitedAuto matters. Expe-
rience in at least one of the following is also desired: high level of leadership experience in
business or administration, breadth of knowledge concerning issues affecting UnitedAuto,
willingness to contribute special competence to board activities, accomplishments within the
director’s respective field, and experience reading and understanding financial statements.
The Nominating and Corporate Governance Committee retains the right to modify these
qualifications from time to time.

The Nominating and Corporate Governance Committee's process for identifying and
evaluating nominees is as follows: in the case of incumbent directors whose terms of office
are set to expire, the Committee reviews such directors' overall service to UnitedAuto during
their term. In the case of new director candidates, the Committee uses its network of contacts
to compile potential candidates, but may also engage, if it deems appropriate, a professional
search firm. The Committee considers whether the nominee would be independent and meets
with each candidate individually to discuss and consider his or her quafifications and, if
approved, recommends the candidate to the Board.

The Nominating and Corporate Governance Committee wil consider director candidates
recommended by stockholders. Stockholder proposals for nominees should be addressed to
Corporate Secretary, United Auto Group, 2555 Telegraph Road, Bloomfield Hills, M| 48302 and
must comply with the procedures outlined immediately below. The committee’s evaluation of
stockholder-proposed candidates will be the same as for any other candidates.

Stockholders who wish to recommend individuals for consideration by the committee to
become nominees for election to the Board may do so by submitting a written recommendation
to the Corporate Secretary. Submissions must include sufficient biographical information
concerning the recommended individual, including age, employment history with employer
“names and a description of the employer’s business, whether such individual can read and
understand basic financial statements and a list of board memberships and other affiliations of
the nominee. The submission must be accompanied by a written consent of the individual to
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stand for election and serve if elected by the stockholders, a statement of any relattonshups
between the person recommended and the person submitting the recommendation, a state-
ment of any relationships between the candidate and any automotive retailer, manufacturer or
supplier and proof of ownership by the person submitting the recommendation of 500 shares of
our common stock for one year. Recommendations received by November 29, 2007, will be
considered for nomination at the 2008 annual meeting of stockholders. Recommendations
received after November 29, 2007 quI be conS|dered for nomlnatlon at the- 2009 annual
meeting of stockholders. o

Compensat:on Committee Interlocks and Insider Participation. During 2006 the
Compensation and Management Development Committee was comprised of H. Brian Thomp-
son {(Chairman), Eustace Mita and William Lovejoy. As more fully discussed under “Related
Party Transactions,” Mr. Mita is an investor in Transportation Resource Partners, which is
affiliated with Penske Corporation. In addition, MF. Mita’s son is employed by.us as a general
manager for which he.was compensated $311 400 in 2006, which compensation is commen-
surate with his peers’

EXECUTIVE OFFICERS

Our executive officers are elected by the Board. of -Directors and hold office until their
successors have been duly elected and qualified or until their earlier resignation or removal
from office. Brief biographies of Messrs. Kurnick and Penske are set forth above. Brief biog-
raphies of our other executive officers are provided below. '

Roger Penske, Jr.,, 47, has served as our President since January 3, 2007 From July 2003 to
January 2007, he served as our Executive Vice President —'East Operations and from January
2001 to July 2003 he served as our President - Mid-Atlantic Region. Mr. Penske, Jr. serves as a
‘member of thé Board of Directors of Penske Corporatlon and.is-the son of our Chairman and
Chief Executive Officer. - : :

Robert T. O’'Shaughnessy, 41 has served as our Executive Vice President and Chief
Financial Officer since January 3, 2007 From July 2005 until January 2007, he served as Senior
Vice President - Finance. From August 1999 until July 2005, he served as our Vice President
~and Controller. Prior to joining us in May 1997 as Assistant Controller, Mr. O’Shaughnessy was a

senior manager for Ernst & Young LLP, an accounting and flnanmal advisory services firm,
which.he joined in 1987 - : oo

Paul F. Walters, 63, has served as our Executive Vice President - Human Resources since
August 1999: Since July 1997 Mr. Walters has also served as Executive Vice President -
Administration of Penske Corporation. Mr. Walters served as Senior. Vice President of Detroit
Diesel Corporation from August 1987 to December 2000. : '

' COMPENSATION COMMITTEE REPORT -

The Compensation and Management Development Committee of the Board of Directors, -
which we will refer to as the “compensation committee” or “committee’ has reviewed and
discussed the Compensation Discussion and Analy5|s set forth below wnth management.
Based on this review and these discussions with managerment, the committee Has recom-
mended to our Board of Directors that the Compensation Disclosure and Analysis be included
in thlS proxy statement.

The Compensation & Management
Development | Commlttee of the Board of
Directors

H. Brian Thompson {Chairman) -
. William J. Lovejoy '
Eustace W. Mita
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COMPENSATION DISCUSSION AND ANALYSIS (“CD&A”)

I. General Information

Our Compensation Committee. Qur compensation committee is comprised of three
independent directors, as determined by our Board of Directors pursuant to the listing require-
ments of the New York Stock Exchange, as well as the more stringent requirements. of our
corporate governance guidelings. See “Qur Corporate Governance - Director Independence”
for a discussion of these mdependence requirements. Our commlttees primary responsibil-
ities are to:

e Determine all elements of our executive officer compensation;
* Review and recommend compensation for other members of senior management;

* Review and recommend our compensation and benefit pohmes for our employees
generally;

* Administer our equity incentive plans; -

* Make recommendations to the Board of Directors with respect to director
compensation; and

. Review our management progression and succession plans.

These responsibilities are set out in the committee’s charter which you can find at our website
www.unitedauto.com. This charter is reviewed annually by our corporate governance com-
mittee and Boargd of Directors. The compensation committee retains the authority to delegate
its duties to a subcommittee, though it did not do so in 2006. Proposed committee meeting
agendas are prepared by management and sent to the committee prior to every meeting along
with material for committee review. The final agenda for each meeting is determined by the
committee chairman, The committee met five times during 2006, and each meeting is typically
* concluded with an executlve session mcludlng only the commlttee members.

Outs:de Advisors and Consultants. Our compensation committee has the authority to
hire outside consultants and advisors at their discretion, and it has full access to any of our
employees. While it may do so in the future, neither the committee nor company management
has retained any outside consultants to assist them in fulfilling their duties in the past several
years.

.Role of Executive Officers. The committee relies on our senior management to assist in
fulfilling many of its duties, in particular our Executive Vice President - Human Resources and
Chief Executive Officer, each of whom attend part of most committee meetings. These exec-
utives make recommendations concerning our compensation policies generally, certain spe-
cific elements of compensation for senior. management (such as restricted stock awards and
bonuses) as well as report to the committee as to company personnel and developments. Our
Chief Executive Officer also makes specific compensation recommendations concerning our
other executive officers and other employees Our Chief Executive Officer does not participate
in determining his own compensation.

. Compensation Philosophy

Our compensation program is desighed to motivate and reward our executive officers and
other key employees, to enhance long-term stockholder value and to attract and retain the
highest quality executive and key employee talent available. We believe our executive com-
pensation should be aligned with increasing the value of our common stock and promoting our
key strategies, values and long term financial and operational objectives.
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QOur compensation program detailed below has evolved over time. At several times during
each year, the program is. rewewed in whole orin part with respectto various factors, including:
competitive benchmarking; the tax treatment and the dtcounting treatment of certain ele-j_
ments of employee compensation; and recent trends regarding executive compensation. We .
-evaluate the effectiveness. of our program generally based on our. ability to motivate our
executives to deliver superlor company wide perforrnance and to retain them on a cost-
. effective basis. o

The majorlty of our executive and employee compensatlon is payable in cash in the short-
term, and is comprised principally of salary and cash bonuses, which we ‘believe is typical
within our industry. We use cash compenisation as the majority of our compensatlon because
we believe it provides the most flexibility for our employees. However, we also provide tong- -
. term compensation.in the form of restricted stock awards for certain employees. Our restricted
--stock program awards typically vest over four years, with. 70% of any award vesting in the third
and fourth years. We believe this:long term compensation helps us to align management’s
goals with.those-of,our other stockholders.and provides a long-term retention inducement for
.our key employees as discussed below under the heading: “Restrlcted Stock?: . s, .

We do not have any required: stock ownershlp gwdellnes for our employees We monitor
the stock ownership of our key executives and believe the weighted vesting of our restricted
stock awards will contribute to our executive offlcers holdmg a 5|gn|ftcant equity posntlon inour
company.

" Determination of Amounts The commlttee reviews and determines all aspects of
compensation for our executive officers. In making decisions regarding non-CEQ compen-
sation, the committee receives input from our Chief Executive Officer. The committee reviews
annual_salary increases or decreases with a view to-maintaining external compensation
competitiveness. External competitiveness is. benchmarked against each of the other publicly -
traded automotive retailers. We are the second largest publicly traded automotive retailer and
~ the only one with international operations. While we benchmark our compensation, we do not
“target a specific quartile of pay for our executive officers as compared to our peers as we
"believe each of our executive officer’s cwcumstances and challenges is unlque to the |nd|V|duaI
_and we base our compensation accordmgly ‘

Management Incent:ve Plan. Section 162(m) of the Internal Revenue Code of 1986, as
amended, generally imposes a $1'million peryear ceiling on tax-deductible remuneration paid
‘to any one of the named executive officers of a public company, unless the remuneration is
treated as performance-based or is otherwise exempt from the:provisions of Section 162(m).
" Wé have designed our Management Incentive'Plan, which was approved by our shareholders
in 2004, to provide for the paynient of performance-based compensation that'is quallfled

w1th|n the meanlng of Sect|on 162(m) of:the Internal Revenue Code

_ We- expect to continue toi |ssue awards underthe Management Incentive Plan for our Chlef
‘Executive Officer, as well:as any other officers for whom we believe this plan would provide a
key motivation to advance specific annual objectives of the Company. For any awards, the
compensatlon committee reserves negative discretion to reduce (but not morease) the payout
under the award While the committee intends to maximize the tax-efficiency of its compen-
- sation programs generally, it retains flexibility in the mannerin which it awards compensatlon to
_actinour best mterests mcludlng awardlng compensatlon that may not be tax deduct[ble

IIl Our Compensatlon Program . .
Our compensatlon program prlmarlly con5|sts of four elements

¢ basesalary;

e annual cash bonus payment;.
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* annual restricted stock award; and
"¢ employeé health care and other benefits, such as the use of a company vehicle.

" Base Salary. ' We pay base salary to set a baseline level of compensation for ail senior
management. The salary levels for our executive officers are determined by scope of job
responsibility, experience, individual performance, historical salary levels and benchmarking
information discussed earlier under “Determination of Amounts” The committee approves
salary levels for executive officers and certain key employees in order to maintain external
compensation competrtiveness using the'benchmarks noted above, and to reflect the contri-
butions by those employees in the prior year. The committee also consuders ourachlevement of
corporate objectives and .general economic factors :

Annual Bonus Payments. --Each member of our senior management is also eligible to
receive an annual discretionary.bonus payment, although our Chief Executive Officer instead
has historically received the amounts resulting from his performance based awards described
below under “Chief Executive Officer Compensation” We pay annual bonuses to provide an
incentive for future performance and as a reward for performance during the prior year. Bonus
payments are determined in varying degrees based on three criteria:

+ Evaluation of an individual’s performance in the prior year;
« Evaluation of the arinual performance of an individual's business unit; and

. *» Our previous year’s company-wide performance and.the attainment of corporate
objectives. . ' ' '

Since the annual bonus is based in"part on our company-wide performance, we believe the
+ annual bonus also focuses employees on our corporate goals desrgned to increase stock-
holder value

Restncted Stock. The commlttee belleves that the mterests of senior management
should be closely aligned with those of our stockholders. Therefore, each member of senior
management is eligible to receive an mcentlve equity award because we believe equity grants
effectively allgn management’s goals with those of our other stockholders.

‘ . In 2006, we adopted a written equity award approval policy. Under this policy, all equny
awards must be approved by the Board of Directors or compensataon committee, which
approval, absent extenuating circumstances, shall occur at a meeting as opposed to by written
consent. The award grant date and price (if applicable) shall be the closing price of our common
stock on the meeting date and the terms of every award are to be reflected in the minutes of the
meeting. We typically grant restricted stock awards. annually. at the first compensatlon com-
mittee meeting of the calendar year. Committee meetlngs are generally scheduled at least a
year in advance and scheduling decisions are made without regard to anticipated earnings or
other major Company announcements. We endeavor to vest all shares on the same date for
administrative ease and endeavorto vest shares outside of a restricted period under our insider
trading policy in order to facilitate sales of shares by reC|plents to pay for appllcable taxes.

In 2006, we issued incentive compensation to our senior management team in the form of
.restricted stock under our.2002 Equity Compensatlon Plan. Our restricted stock grants for
.management typically vest over four years at a rate of 15%,15%, 20% and 50% per annum,

respectively. These shares are subject to forfeiture in the event the executive departs from the
Company. We believe vesting the majority of the awards in the third and fourth years provides a
longer-term incentive and more closely aligns the incentives for management with the interests
of our long-term stockholders. We-employ this form of compensation in part-because many of
ourinitiatives may take several years to show benefits, such as building best-in-class facilities.
These initiatives may be costly in the short-term, but we believe they will provide benefits for
years to come. We also believe'that weighted vesting of these awards provides an additional
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+ . incentive to retain our valuable employees due to the value that may be created.over time. Qur
restricted stock awards are designed to mirror our other outstanding stock and thus enable the
re0|p|ents to vote with our other shareholders-and recewe d|V|dends

Our restricted stock grants are generally dlscretlonary (other than those awarded 1o our
. Chief Executive Officer or others under our Management Incentive Plan discussed above),
.based upon a guideline range that takes into account the responsibilities of executive officers
and key employees whose contributions and skills are important to our long-term success. In
2006, the committee granted approximately 241,000 shares of restricted stock to employees
(representing about 0.25% of our current outstanding equity}; some of which have reverted
. back to us as employees have departed from our company. From time-to-time, the committee

also approves special. equity awards based on an employee’s outstanding contributions, -
~commencement of employment or other factors.

Other Compensation. 'We provide our employees with selected benefits or perquisites
- in order to attract and retain highly skilled employees. All of our employees are entitled to a
number of benefits such as company contributions toward health’and welfare benefits, com-
pany matching under our 401(k) plan, and life insurance. We believe these benefits manifest our
concern for our employees and provide an inducement and retention advantage. With respect
to health and welfare benefits, the committee believes that our employees should receive a
meaningful bensefit package commensurate with those of other automotive retailers, recog-
nizing the'increasing cost of those benefits in recent years

As we are an automotive retaller our senior management is typically provided the use of a
company vehicle, company—sponsored automobile insurance, and a tax gross-up relating to
these amounts. We typically contribute a monthly allowance toward a lease payment for a
company vehicle selected by the employee. The vehicle must be leased from one of our
dealerships and the allowance is based on an employee’s position within our company..In some
circumstances, we purchase a vehicle outright if we believe this will be more cost effective over
the life of the vehicle’s use. We have valued the use of company vehicles in the following
_ disclosure tables based on the value of our lease payments or, in situations where we have
purchased a vehicle, on IRS guidelines. We also pay for maintenance and repairs on the
vehicles, which costs are included in those tables. Similar to any company providing its
products to employees, we provide these vehicles as an inducement and retention benefit.
Moreover, because.of our unique position as-an automotive retailer, we generally can provide
these vehicles to employees ata iower.cost than could be obtained by the employee.

From time to t|me we may adopt other benefits for our senior management, such as
- payment for.a country club membership or tax gross-ups for certain items. We review these
benefits on a case-by-case basis.and believe, if limited in scope, such benefits can provide an
incentive to long term performance and help retain our valuable employees. The value of these
other types of perquisites are quantified based on our cost.

Other Forms of Compensation. The committee has also reviewed various other forms of
executive compensation for our management, such as stock options and supplemental retire-
ment plans. Prior to 2003, the principal form of equity compensation we employed was the
granting of stock options. Gurrently, the committee is of the view that salary, bonus and
restricted stock awards should provide the principal components of management compen-
sation and that these forms of compensation best align management’s goals with those of our
- stockholders. Therefore, after review, the committee has determined not to issue or grant stock
options, allow for deferred compensation in the form-of a deferral of salary or bonus, or any
retirement benefit (other than under our 401(k} plan that is available to all qualified employees).
The committee considers the advisability of these additional types of compensation period-
ically and retains the flexibility to implement other forms of compensation in the future.
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No Employment Agreements, Change of Control and Severance Compensation.
None of our current executive officers have been-provided an employment.agreement, nor
are they entitled to any severance compensation or compensation upon a change of control.
We believe our mix of short-term and long-term compensation provides a retention incentive
that makes an employment contract unnecessary, while providing us maximum flexibility with
respect to managing our executive officers. Our lack of pre-arranged severance compensation
is .consistent with our performance based compensation philosophy, and provides us the .
flexibility to enter into a post-employment arrangement with an employee based -on the
" circumstances existing upon departure. This also provides a retention benefit by subjecting
_ to forfeiture our historical equity grants. Historically, we have entered into consulting agree-
ments with our departing senior management as we believe it may be important to have
continuing access to these employee's institutional knowledge base and- guidance. In these
events, we insist on obtaining a non-compete agreement with these individuals.

In January 2007, our former Executive Vice President - Finance, James R. Davidson,
retired from this position. We agreed that Mr. Davidson will remain a part-time employee of
ours taking oh the responsibility of assisting with certain of our finance operations. We believe
this arrangement will provide us with continuing access to Mr. Davidson’s guidance at a
. significantly reduced cost. With: respect to our former president and chief operating officer
who retired in March 2006, we began a multi-year consulting arrangement that was agreed
contractually at the time of his initial employment. See the discussion under “Potential Ter-
mination Payments” for details of this agreement. Both of these former executwe officers are
limited by typical non-compete and confldentlallty restrlctlons '

~ With respect to a change in control, none of our current executive officers have been
guaranteed any change of control payments. However, our outstanding equity awards provide
that, in the event of a change of control, the compensation commlttee has the discretion to
accelerate, vest or rollover any outstanding equity awards.

. I,V. 2006 Compensation

2006 compensation is noted in the tables following this section. In reviewing individual
-compensation, the committee employs a form of “tally sheet” designed to capture all elements
of compensation. ‘

Chief Executive Officer Compensation. Indetermining the compensation of Mr. Penske,
the committee considered the company performance noted below, and also reviewed the CEQ
compensation and the financial performance of our peer companies. The committee also
considered Mr. Penske’s previous year’s compensation. Based on their review, the committee
proposed anincrease in Mr. Penske’s base salary in 2006. However, forthe second consecutive
year; Mr. Penske declined the salary increasé in order to.align a greater percentage of his
‘compensation with company performance-and the value of our common stock. Therefore, the

committee maintained Mr. Penske’s base salary at $750,000 in 2006. In March 2007, the
Committee again proposed an increase in Mr. Penske’s salary which he declined for the same
reasons.

In March 2007, the Committee awarded Mr. Penske 78,886 shares of restricted stock
valued at $1.7 million based'on the closing price on the New York Stock Exchange on the date of
approval ($21.55). These shares vest over a four year period at a rate of 15%,15%, 20% and
50% with the final vesting in June 2011, subject to forfeiture in the event Mr..Penske departs.
from the Company. These shares resulted from a performance based award which had been
granted to Mr..Penske in March of 2006 under our ' management incentive plan discussed
above. The maximum potential amount Mr. Penske could have earned pursuant to this award
was $2.5 million, though the committee reserved discretion to reduce (but not increase) the
payout under these awards. The amount earned was payable in either cash or stock at the
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- commrttees drscretlon Mr Penske achteved 68% of the performance metrrcs noted below
K -_‘WhICh ‘entitled Mrs Penske to. ‘the' $1 T mitlion. The- specmc 2006- performance objectlves .and

related performance were as follows

% of. award

.Ob]ectlve BT P +  Result’ * Achievément
* return on equrty of "% .o e 10.8% - ‘8% 0%
‘s same storé retail sales revenue increase 6f 3% ... - 4.3%. T 8% 8%
. acqmsmon ‘of annuallzed revenue of $300 million. . J.‘$1 7 Billion , 87%' 8%
+ employee turnover. below 34% ..... ... S o 3.1._2% _ 8% 8% .
* same store service' and. parts gross mcrease of - .. '
) 0% OFMOM e D 6.9% 8% 0%
. customer satisfaction scores exceed
- manufacturer obJectlves at 80% of our _ . o
franchises. ........ . e TR Exceeds 8% 8%
' gross-margin greater. than 15 5% ...... in e 15:2% 8% 0%
* -debt to capitalization’ below 45% ..ol . 48%: . . 8% 0%
« *no material weaknesses ifi oir internal controls : -None - 8% - 8%
* new car inventory less'than 60 days supply ... .. .' -52 days 8% ° 8%
.and uséd car invéntory less than 45 days supply . 40 days
* earnings per share from continuing operatlons at- #4 ' -
least $1.35 pershare. . ..........0 ... ... cint $1 39 10% - -10%
common stock prlce apprecratlon of 10%. . ... 23% _1‘_9% - - . 10%
Total: ..l o ~+ 100% 168%-
- . , . .k fooal ) . -
In December 2008, we issued $375 mrlhon ‘of 775% senior subordrnated notes. For strateg|c

M

reasons we used a portion 6f the proceeds to temporarlly repay amounts outstandlng under our.

floor plan borrowings until redemptron of our outstandmg 9.625% notes in March 2007 Had we
“instead redéemed the 9.625% notes in Decémber-2006;.our debt to capltalnzatlon would have been
- 40%, which would have satlsfled thls percentage of the award. - A

Kot

In March 2007 the Commrttee establlshed ‘a srmliar award for Mr. Penske with respect to -

2007 with.a maximum potential payout of $3 0 mrlllon The performance objectlves for 2007 are

as follows y
Cereturn on equity of T1% . o oo O e 8%
* same store retail revenue increase 6f 3% ... .. .ivu i 8%
. acquusrtaon of annuallzed revenue of $250 million. . ........... e 8%
* employee turnover below 31% e e e e e .. 8%
s same store service and parts revenue lncrease of 8% ormore ......- P 8%
* ‘customer satrsfactlon scores: exceed manufacturer objectrves at 80% of our s T
 franchises: . ... .o DT S AR L Lo 8%
e gross margin greaterthan 16.25%.". . ,:. . ......... “8%
* debt to capitafization below 41%.-.~ .. Tio. . 20 T e T 8%
eno matenal weaknesses in our mternal controls e e Vb, 8%
* new-car mventory ‘less than 60 days supply and used car |nventory Iess than , y e
45 days supply. . .. e T T I-py =, TR _ 8%. -
s earnings per share-from continuing operatlons at teast $1 40 per share el 10%
* common stock pnce apprecratron of 10% NN R R S 0% .
Total: . oo A 100% , -

o R T
o,




In summary, Mr. Penske earned $750,000 in salary and $1.7 million in the form of a
restricted stock award for a total of $2.45 million for his performance in 2006. This figure
differs from the amount disclosed in the summary compensation table because, for reporting
purposes, the table includes only $393,878 relating to equity awards, which is the amount we
expensed in 2006 relating to Mr. Penske’s equity awards. For internal benchmarking purposes,

- we will look to the $2.45 million figure as a more accurate measure of Mr. Penske’s total annual

compensation.

Other Executive Officer Compensation. Each of our other executive officers received
the stock awards and bonuses set forth in the tables below. in March 2007, the compensation of
Mr. O’Shaughnessy was increased to $565,000 retroactive to January 1, 2007, and he was
awarded 10,000 shares of restricted stock vesting over four years at a rate of 15%,15%, 20%
and 50%. Messrs. Kurnick and Walters also received 10,000 and 6,000 restricted shares,
respectively, with the same vesting schedule. These amounts were determined based on the
principles set forth above.-Mr. Kurnick, our Vice Chairman, is also the President of Penske
Corporation and Mr. Walters, our Executive Vice President of Human Resources, also servesin
asimilar capacity for Penske Corporation. As a result, Messrs. Kurnick and Walters also receive
a substantial amount of total compensation from Penske Corporation; our controlling share-
holder. While these individuals devote a substantial amount of time and effort to our company,
their total compensation paid by us does reflect that they devote efforts to Penske Caorporation.
Messrs. Kurnick and Walters did not receive a cash bonus related to 2006 for this reason.

EXECUTIVE AND DIRECTOR COMPENSATION

The following table contains information concerning 2006 annual and long-term compen-
sation for our Chief Executive Officer, Executive Vice President - Finance in 2006, each of our
three other most highly compensated executive officers during 20086, and our former President
and Chief Operating Officer, collectively referred to as the “named executive officers”

2006 Summary Compensation Table

Stock All Other’
- = - Salary = Bonus Awards Compensation Total
Name and Principal Position Year (3] $) (SH1) {$) {$)
Roger S.Penske. . ........... 2006 $750,000 - $393,878 - $1,143,878(2)
Chief Executive Officer :
Robert T. O'Shaughnessy ...... 2006 $515,000 $200,000 $130,851 $141,046(3) $ 986,897
Chief Financial Officer
Robert H. Kurnick, Jr. . ........ 2006 $350,000 - $103,655 $ 14,346(4) % 468,001 .
Vice Chairman '
PaulF Walters .. ............ . 2006 . $300,000 - $ 7704 - $ 371,704
Executive Vice Prasident -
Human Resources
Samuel X. DiFeo. ... ......... 2006  $400,000 - §$ 62,648 $23969(5) & 486,617
Former President and ’
Chief Operating Officer - . .
James R. Davidson........... 2006 $480,000 $320,000 & 71,704 $ 27518(6) $ 899,222

Former Executive Vice
President - Finance

(1) These amounts reflect the amount of compensation expense we incurred in 2006 pursuant to
restricted stock awards granted under our 2002 Equity Compensation Plan (or its substantially similar
predecessor). They were valued in accordance with FAS 123R as discussed.in footnotes 1 and 12 to
our consolidated financia! statements filed in our annual report on Form 10-K on March 1, 2007

(2) In March 2008, Mr. Penske received a combined equity incentive plan-based award and a non-equity
incentive plan-based award in the form of an award payable upon achievement of 2008 performance
- targets. The maximum total award for this combined grant was $2.5 million and was payable in cash or
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restricted stock at the. Comm|ttee S dlscretlon at the ttme of payment of the award. Of the $2.5 miliion

potentially payable to Mr. Penske, the -actual: amount -paid to Mr. Penske. under.this award was -

'78,886 shares of.restricted.stock vestmg over four years at a rate of 15%, 15%, 20% and 50%,

and which was valued at $1.7 miltion, or $21.55 per share (the New York Stock Exchange closing price

on the grant date/of the award (March-1,-2007)). See the narratave discussion following this table for.© .
* further, drscussron of this award

3 ) $16 406 represents thé‘use of company vehicles and related automobﬂe msurance $70,710 repre-
. sents: payments for a country club membership-(though this membersh:p is used for personal and
business purposes) and $49,351 represents. a tax-allowance for.several of the noted items. The
-=rema|nder represents matching funds under our Company-wide 401(k} plan, Company sponsored life
insurance, Company sponsored.lunch program, and the personal use of two-sporting'event tickets.
'For.a discussion of our. methodology in vatumg these items, see "Compensatlon Disclosure and

: Analy3|s - Other Compensation’ - o

(4) $9178 represents an allowance for a company vehrcle and $5168 represents a tax allowance for this
itemn. For a discussion of our methodology in valumg this item, see “Compensation Disclosure and
Analysis - Other Compensatlon

. (5) $14,700 represents the use of Company vehlcles and related automoblle msurance -$8, 237 repre-

sents a tax allowance. and the remainder represents Company . sponsored life insurance. For a

- . dlscussmn of our methodology in valuing 'these’ items, see “Compensahon Dlsclosure and Analy—
™ sis - Other Compensatlon

(6) $14,357 represents the use of Company vehlcles and related automoblle msurance %10, 3?8 repre-

. sents ataxallowance and the remainder represents Company sponsored life insurance and Company

+’  sponsored: lunch. For.a discussion of our methodology in valumg these |tems see “Compensatlon
Dasclosure and Analy5|s Other Compensatlon .

e

Grants of Plan Based Awards |n 2006

Estlmated Future Est:mated Future . " All other L
. Payouts' Under - Payouts:Under Awards: Grant Date
; . L ! Non -Equity Incentive Equity Incentive - Number of Fair Value
oL T - ey - . .. Plan Awards -~ lan Awards '«  ‘gharesof - " of Stock
Lo e Threshold Maximum Threshold Maximum - Stock or Units Awards

Name - S . GrantDate _ _{$) - ($) ($)_ . (%) . (#) . ($)

RogerS Penske . .. ... L 3/7/2006 - -, R oo 46,146(1)- 1000 000() )
. Chief Executive Officer  3/7/2006 P 2,500,000(2) ..

T _ T ’ K - - 2,500,000(2)-.. . '

Robert T T o o y
O'Shaughnessy-. . ... 3/7/2006 ) "~ 6,000 130,020
Chief Financial Officer n i 7 ’

Robert H. Kurnick, Jr. .. 3/7/2006 IR e TS T 10,000 216,700

- Vice Chairman - S N P ’
~ PaulF-Walters. . ... ... 3/7/2006. ' 6,000 130,020

Executive Vice . Lo s : . -
..~ President = Human - ’ :
. Resources - - : ;
* Samuel X. DiFeo o 3/7/2006 2,000 - 43,340
- Former President and” :
Chief o
Op.era_tiﬁng Officer _ _ -
James R. Davidson . ... 3/7/2006 6,000 130,020
“Former Executive Vice . -
. President - Finance - .

(1) This represents the shares of restricted stock issued to Mr. Penske in March 2006 resulting from his
attainment of goals outlined in his 2005 incentive award. Note that this table reflects two years of
awards to Mr. Penske: the stock component of the 2005 award actuatly recelved in 2006 and the total
potential award for 2006, paid in 2007

{2) Because the form of compensation of this award was discretionary in either cash or stock we have. .
presented the award as a $2.5 million non-equity incentive plan award and as a $2.5 million equity
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incentive pian award, eventhough the total maxnmum payable under the award is $2.5 million. See the
following narratlve dlscussmn for an explanatlon of this award -

Narrative Discussion of Summary Compensatidn Table and Plan Based AWaf&é."

Mr. Penske’s Performance Based Award. The amounts set forth in the two preceding
tables reflect payments and awards to our named executive officers based on the principles
and descriptions discussed under “Compensation Discussion and Analysis” Mr. Penske was
our only named executive officer to receive a performance based award in 2006. The award
was issued under our management incentive plan and was based on performance targets to be
achieved in 2006. A maximum potential payout of $2.5 million was available under the award,’
payable in cash or stock at the election of the compensation committee at the time the
committee ‘determined satisfaction of the award. Because the form of compensation was
discretionary in either cash or stock, we have presented the award as a $2.5 million non-equity
incentive plan award and as a $2.5 million equity incentive plan award, even though the total
maximum payable under the award is $2.5 million. The payment of the award in March 2007
was $1.7 million in the form of 78,886 shares of restricted common stock vesting over four years
at a rate of 15%,15%, 20% and 50%.valued on the date of grant of the restricted stock award:
The objective performance targets of Mr. Penske’s award are descrlbed in the “Compensation
'Dlsclosure and Analysis”

1

Other Hestncted Stock Awards. The other equity awards noted in the table were each.
issued to our named executive officers as part of our annual! grant of restricted stock pursuant
to the terms of the 2002 Equity Compensation Plan. These awards vest annually over four years
at a rate of 15%,15%, 20% and 50% and are issued based on principles desonbed in the
“Compensatlon Dlsclosure and Analysis - Restncted Stock”

, Former Employees Mr Davidson served .as our Executive Vice President - Flnance
through December 2006. Beginning in-2007, he ret|red from that office and now is employed
on a part-time basis assisting with certain of our flnance operations. Mr. DiFeo served as our
president and chief operating officer until March 8, 2006 ‘at which time he retired from those -
offices. We and Mr. DiFeo were party to an employment agreement discussed below -under

~ “Potential Termination Payments” We are not'a party to employment contracts with any of our

current executive offlcers ' - ' _ '

Outstandlng Equnty Awards at 2006 Year-End

Option Awards ' © Stock Awards

Number of Securities Number of Shares or Market Value of
Underlying Unexercised Option Option  Units of Stock That = Shares or Units of
Options Exercisable” Exercise Expiration Have Not Vested Stock That Have _

Namie . ' {#) - Price Date ) Not Vested{1)
Roger S. Penske . . . . . e - - - - 167.260(2) $3,942,318
Chief Executive Officer . .. -
Robert T. O'Shaughnessy . . .. ... : 5,000 $10.48 2/22112 . .
. Chief Financial Officer - - - 29,350(3) -$ 691,780
Robert H. Kurnick, dr. ... ...... - - - 22,700(4) $ 535,039
Vice Chairman ’ ’ '

PaulFWalters .............. - - - 15,300(5) $ 360,621
Executive Vice President - : :
Human Resources

Samuel X. DiFeo. ... .. e - - - 12,850(6) $ 302,875
Former President and B R
Chief Operating Officer . -

James R. Davidson . . ... ...... " 14,668 © o $10.48  2/22/12

Former Executive Vice - - - 15,300(7) $ 360,321
President - Finance - . .. . o
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(1) The market va!ue is based upon the closmg price of our common stock on December 29; 2006
($23.57). . :
(2) These amounts include the restricted stock |ssued in 2007 to MF. Penske as a resu|t of his performance
based equity award-with respect to 2006. These restrlcted shares vest-as follows .
Uy - June 1, 2007 - 15, 551 ‘June 1, 2008 - 33,720 June 1, 2011 -39, 443
. “~June:1, 2009 - 39,725 .. June 1; 2010 38 851 .
- {3) The restricted shares vest as follows:’ -E '
. _June 1,2007 - 5,250 June 1, 2008 - 7400 -
. - . June }, 2009 - 13 700'_ June 1 2010 - 3,000
. (4) The restncted shares vest as follows: .. ol
R 4 . June 1, 2007 - 4,200 Juné 1, 2008 ~ 6,500
. ~June 1, 2009 - 7000 June 1, 2010 - 5,000
(5 The. restrlcted shares vest as follows: A
- ‘ June 1, 2007 - 3,000 June 1, 2008 - 5,100
_ E June 1, 2009 - 4,200 June 1, 2010 - . 3,000
(6) The restrlcted shares vest as follows: R o ..
June 1,2007 = 2,750 - June-, 2008 — 5 200 . :
, June 1, 2009 - 3, 900 June 1, 2010.- 9, 000
(7) The restncted shares vest as follows: a )
. June 1, 2007 - 3,000 -June 1,.2008 - ,5',100
' June 1, 2008 - 4,200 June 1, 2010 - 3,000
Option Exercises and Stock Vested . _ Rk
. Option Awards *~ - Stock Awards
. Number T Number .. .. .
- of Shares .. Value of Shares . .- -Value ..
Acquired on - TRealized on Acquired on-. . Realized -
-Name Exercise (#}) - : - Exerclse C Vesting (#) on Vesting(1)
Roger S. Penske.‘. G, R 920, 000 $14 883 ,850(2) '161‘82- $347930
-Chief Executive Officer . ' e
", . RobertT.O'Shaughnessy.......... ;'x ==" ., - . 6 200 : f,-$133 223
. Chief Financial Officer = .. o L .
. Robert- H. Kurnick, Jr. .. ocee oo C A e 0 6400 ;$137656
.Y -Vice:Ghairman T ._‘.;;
Paul F-Walters v .o, 40,000... $ 560;803 o 5 800 $124,~777
Executrve Vice: Pre5|dent - gl Lo e . . .
Human Ftesources' ‘ _ S .
Samuel X. DiFeo. ................ 360,000 $ 7623,579 7100 - $152,752
-Former President and- - e e S T R S '
~° Chief Operating Officer : e : > -

o James R. Davidson’ ... .%......... R 5800  '$124,777
‘Former Executive Vice . . ¢ T o ' Co e T
Presndent—F:nance S e 3 -

? & . PR,

(1) The value is. based upon the closmg prlce of our common stock on the vest date

) (2) 800 000 ofthese opt|ons were issued to Mr. Penske in 1999 upon h|s |n|t|al mvestment in the Company
.. -inlieu of any salary in 1999 2000 and 2001 and any bonus for 1999 and 2000

s

Penswn Beneflts and Nonquallfled Deferred Compensatron ‘ .
L We do not offer our executlves any pensmn plans or nonqualmed deferred compensatlon
IR plans o

N
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Potential Termination Payments

Except for Mr. DiFeo, our former president and chief operating officer, none-of our named
executive officers is employed under an employment agreement and none have any contrac-
tual severance or termmatlon payments

. Termination Payments for Mr. DiFeo. Mr D|Feo served as our president and chlef oper-
ating officer until March-8, 2006, at which time he retired from those offices. The followingis a
description of the relevant termination payments and arrangements provided to Mr. DiFeo,
each as required under Mr. DiFeo’s employment'agreement as in effect at that time.

We have agreed to'employ Mr. Difeo as a consultant through December 31, 2010. During
that time, Mr. DiFeo is expected to render services and assist in the management of our
business approximately one work week per month. While a consultant, Mr. DiFeois entitled to
compensation of $400,000 per year, plus the use of an automobile, reimbursement of
expenses incurred on behalf of us as a consultant, and health benefits comparable to those
available to our management. The estimated annual expense of the consulting agreement for
each of years 2006 through 2010 is $417,667, consisting of $400,000 in direct compensation,

- continuing health benefits under our health care plan, and $12,000 in automobile expenses..
-See “Compensation Disclosure and Analysis — Other Compensation” for a discussion of our
valuation of those expenses As part of this consulting agreement, we receive the benefit of a
confidentiality and a “non-compete” arrangement where Mr. DiFeo is prohibited from seeking
or obtaining employment in the automotive industry without our consent, which consent shall
not be unreasonably W|thheld ‘The non-compete arrangements may be waived by us in our
discretion.

Director Compensation « .

- The Board of Directors believes that its members should receive a mix of cash and equity
compensation, with the option to receive all compensation in the form of equity. The Board of
Directors approves changes to director compensation anly upon the recommendation of the
compensation committee, which is composed solely of independent directors. Oniy directors
. who are not our paid employees, who we call “outside directors,” are eligible for, director
compensatmn unless otherwise noted.

- _-'Annua.' Fee and Restncted Stock Award. Each outside director receives an annual fee
of $40,000, except for audit committee members, who receive $45,000. These fées‘are
payable, at the option of each outside director, in cash or common-stock valued on the date .
of receipt (generally in March of the year subsequent to service). Our outside directors ‘also
receive an annual grant of 2,000 shares of restricted stock which is typically awarded during the
first quarter of the calendar year. These restricted shares vest ratably and annually over three
years. .

Option to Defer Rece:pt untrl Termmatron of Board Service. Underour Non Employee
Director Compensation Plan, the annual fee and restricted stock awards may ,be deferred in
either the form of cash (for the annual fee) and/or deferred stock. Each deferred stock unit is
equal in value to a share of common stock and ultimately paid in cash after a director retires. .
These stock units do not have voting rights, but do generate dividend equivalents in the form of
additional stock units which are credited to the director’s account on the date dividends are
paid. Ali fees deferred in cash are heldin our general funds and interest on such deferred fees is
credited to the director’s account at the then current U S. 90-day Treasury hill rate on a
guarterly basis.

Charitable Donation Matching Program. All directors are also eligible to participate‘in a
charitable matching gift program. Under this program, we will match up to-$25,000 per yearin
contributions by each director-to institutions qualified as tax-exempt organizations under

A ; - . a I ' T . ' a
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501(0)(3) of the Internal*Revenue Code and’ other . |nst|tut|ons approved at the discretion of .
management. We may decline to match any contribution to'an institution with goals that-are
mcompatlble with'ours, or due to conflicts with'our director mdependence policy. This program

_is not available. for matohlng of political contributions. Whlle the'contributions are directed by

‘our dlrectors we retain the' tax deduction for these contnbutlons

. Other Amounts. . As part of our director continuing educatlon program, each director is
ehgnble to be reimbursed by us for the cost and expenses relating to one education seminar per
year. These amounts are excluded from the table below. Each outside director alsc is entitled to
the use of’a vehicle; the cost:of routine maintenance and repairs, and company-sponsored

“automobile insurance relating 1o that vehicle. All directors are also entitled to reimbursement
for their reasonable out-of-pocket expenses in connection with.their travel-to, and-attehdance
at,'meetings of the Board of Directors or:its committees. Because we expect attendance at all
meetings, and-a siibstantial portion’of the Board of Dlrectors work is done outside of formal
meetmgs we do not pay meetmg fees. - e

.-

Dlrector Compensatlon Table

S L

Ourdlrectors who are also our employees (Messrs. Kurnlck Ishikawa, and Penske) receive
" no acldmonal ‘cash compensatlon for servmg as dlrectors though they are eligible for the
'chantable matchlng program noted above. ' '

Fees Earned or Stock” B O?I'Iller . .

Name Paid in Cashi(1) Awards(2) Compensation Total
" JohnD.Barr .. ....... . ... $45,000 $26133(3) $13,587(3) $ 84,720
Michael R. Eisenson. ............ ' —(1) $ 71133(4)  $44,708(4). _$115,841
James A. Hislop, Former : o . o :
Director(5) ......... e $ 9,972... $58,249(5) $50,603(5) - $118,824
William J. Lovejoy . . .. ... ... —(1) " $61,922(6) $36127(6) -~ $ 98,049
~ Kimberly J. McWaters™........... $40,000 . $21,922(7) . $ 16188(7) ~'$ 78110
.. Eustace W. Mlta e [P $40,000 % 26133(8)_ $47606(8) $113,739
_Lucio A Noto & ..\ ..., A - —(1) __$ 66,133(9) . $ 34100(9) $100,233
-Richard J. Peters ............... $40,000 -.$21,922(10) $34,918(10) $ 96,840
Ronald G.-Steinhart ............. "$45,000 -$26133(11) -$40,974(11) - $ 112,07
H. Brian Thompson. . .. .......... $20,000(1) $46133(12) $77390(12) $143,523

(1) We pay our directors in the year subsequent to service. Unless otherwise noted, this column reflects

' the fees earned in 2006, though these fees were paid in 2007.'Messrs. Eisenson, Lovejoy and Noto
elected to receive equity in lieu of a cash fee for 2006. Mr Thompscn elected to receive equity for.
50% of his fee.

{2) These amounts reflect the amount of compensation expense we incurred in 2006 pursuant to equity
awards granted from 2004 to 2006 under our 2002 Equity Compensation Plan (or its substantially
simitar predecessor). They were valued in accordgnce with FAS 123R.

(3) Mr..Barr had 1,998 shares of unvested restricted stock and 4,019.29 deferred stock units outstanding
" at December 31, 2008, including the award earned in 2006.“All Other Compensation” reflects $11,087
for the use of a Company vehicle and related insurance and the remainder in matching of charitable
donations. The grant date fair value of the 2,000 deferred stock units granted to Mr. Barr on March 8,
2006 was $43,270,

" (4) Mr. Eisenson had 5,998 shares of unvested restricted stock outstanding at December 31, 2006,
including the award earned in 2006. “All Other Compensation” reflects $19,708 for the use of a
Company vehicle and related insurance and $25,000 in matching of charitable donations. The grant
date fair value of the 2,000 shares of restricted stock and the 2,080 shares of stock granted to
Mr. Eisenson on March 8, 2006 was $88,271.
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(5) M. Hislop reS|gned from the Board on May 2, 2006 “AI! Other Compensation® reflects $25 603 forthe
use of a: Company vehrcle thecost . of related insurance-and $25,000 in:matching of charitable -
- donatlons Upon his reS|gnat|on ‘we vested:-Mr.: H|slops 3,332 shares of unvested restricted stock;” ~.
. we pald hlm a pro rata portlon of h|s annual fee and he was drstnbuted $41 536 73 WhICh repre- = "

. . sented the balance due to him for, prevrously deferred drrector compensatlon The. grant date fair
--value of the 2, 000 shares of restncted stock granted to Mr Hlslop on March'8, 2006 was ' $43,270.

outstandlng at December 31, 2006, including the- award earned in 2006:. “All-Other Compensatlon"

@0 oreflects $11127 for thé use of a Company vehicle and relatéd insurance and-$25,000 in matching of- - ;
: chantable donations. The grant date fair value ofthe 3,881 deferred stock unrts granted: to Mr.Lovejoy - ™

~ “on March' 8;.2006 was'$83,955.

« (7 Ms.} McWaters had-5 ,333. shares of unvested restrlcted stock outstandrng at December 31 2008,
IR mctudrng the award ear'ne'd in 2006."All:Other. Compensatlon” reflects the use of a Company vehicle

¥ and related msurance The grant date fair value ofthe 2,000 shares of restricted stock and 924 shares .-

" of stock granted to Ms>"McWaters on March 8, 2006 was $63,261.. :
PR (8) Mr. Mrta had 5; 998 shares of unvested restricted stock outstandrng at December 31 2006 including

"

"=\ 1. the award earned in:2006:‘All Other.Compensation” reflects the of use. of a Company vehicle and~ .
T _related insurance. The grant date fair value of the 2 000 shares of restrrcted stock granted to Mr. Mita .-

“on March 8, 2006 was $43;270. 2

‘(9) M. Noto had 1998 shares’ ‘of unvested’ restncted stock and’ 13 485 48 deferred stock unrts out- -

_ . standing’ at December. 31, 2006, including the award earned in’ 2006: “Ali Other Compensatron"
&, reflects $9100.for use of a Company vehicle “and’related indurance and $25.000'in matching of

charltable donatrons The grant date fair value’ of the 3,881 deferred stock unlts granted to Mr. Noto -

on March 8, 2006 was $83, 955 ¢

(10) Mr: Peters had 5,332 shares of unvested restrlcted stock outstanding at December 31, 2006
' mcludrng the award earned in 2006. “All Other Compensation” reflects $9,918 for use of a Company
- vehiclé and.related msurance and $25,000 in matching of charitable donations. The grant date fair
» value of the'2,000 shares of restricted stock granted to Mr: Peters on March 82006 was $43,270.

. (11) M. Stemhart had 5, 998 shares of unvested restricted stock outstanding at December 31, 2006,
»mcludrng the award earned in 2008.“Ali Other Compensation” refiects $15,974 for use of.a Company
-vehicle and related insurance and $25,000 in matchmg of charitable donations: The grant date fair

) value of the 2,000 shares of restncted stock granted to Mr. Steinhart on March 8 2006 was $43,270.

(12) Mr. Thompson had 5 998 shares of unvested restricted stock outstanding at December 31, 2006,
mcludnng the award earned in-2006.°All Other Compensation” reflects $52,390 for use of a Company

. value ofthe 2,000 shares of restrlcted stock and the 924 shares of stock granted to Mr Thompson on
March 8,-2006 was $63 261 '

20 .

~cvehicle and related insurance and $25,000 in matching of charitable donations. The grant date fair.

(6) ‘Mr.. Lovejoy ‘had. 1332 shares of unvested restncted stock and 10,534.59 ‘deferred stock units .. - -
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‘ ' -~ BENEFICIAL OWNERS AND MANAGEMENT

“The foIIowmg table sets forth mformatlon W|th respect to ‘the' beneﬂCIaI ownershlp of our

common stock as of March: 12, 2007 by (1)-each person, known to us to own’ .more than'five -

. .percent of.our ‘common stock (2) each of our directors, (3) our named executlve officers and
(4) all of our directors and executive officers-as a group- .

Beneficial ownership is determnned in accordance with the rules’of the SEC and mcludes
'voting and investment power with respect to shares. The percentage of ownership is based on
94,874,030 shares of our common stock, outstandlng .on March 12, 2007 Unless otherwise
_indicated ina footnote, each person. |dent|f|ed in the table below has’ sole votmg and dispos-

itive power with respect to the common stock beneﬁcnally owned by that person and none of

the'shares are pledged as security, . . .
' - Shares Beneﬁcially
: . . Owned(1)
Beneficial Owner ' . " Number Parcent
Penske Corporation{2) ................. I 36,963,360 .39.0%

~ 2555 Telegraph Road
Bloomfield H|IIs MI 48302 0954

MItSUI(3). oo oo DU e 15,559,217  16.4%
21, Ohtemachi 1- chome Chiyoda-ku
Tokyo Japan

Barclays Global Investors, NA(4) .......... ... ..o ot 7803,220 8.2%
145 Fremont St.
San Francisco, CA 91405

Baron Capital Group, inc{8) . . ... ... ... ... o .. c 513,400 5.4%
767 Fifth Avenue -
New York, NY 10153

Dimension Fund Advisors LP(6) .. .............. ... ..... 4,793,555 51%
1294 Ocean Avenue,11th Floor
Santa Monica, CA 90401

John D.Barr(7) ... ... e . 9,000 *
Michael R. EiSBRSON . .. v v e e et et e 26,080 *
Hiroshi lshikawa .. 7. . o o e e e 8,500 *
Robert H. Kurnick, Jr(8) .« .o ve oo e e 83,292 -
William J, Lovejoy(9) . .. ..o oo 12,000 -
Robert T. 0°Shaughnessy(10} . . . .« ..t eiiiiiieeenn . 54,395 -
Kimberly J. MGWaters. .. ... ...ovieeiareeeeee e, o 6,024 *
Eustace W..Mita(11). . . . .. e ... 1017693 1% -
Lucio A. Noto(12) ................. e e 15,664 *
Roger S. Penske(13) . .« ooverner e e 37,599,763  39.6%
Roger S. Penske, Jr(14) e e 75,390 *
Richard J. Peters(15). . ........... [ 106,760 *
Ronald G. Steinhart ............. J L 24,500 .
H. Brian Thompson. ........... e e PR 34,894 *
Paul F Walters{16). . . ............... P 54,932 *

All directors and executive officers as'a group (16 persons).. 38,926,697 41.0%
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* Less than 1% BRSPS .
(1) Pursuantto the regulatrons ‘ofthe SEC, shares are deemed to be “beneficially owned" by a person if
such person directly or- mdrrectfy has or 'shares the power to vote or dispose of’ such shares. Each
person is deemed to.be the beneﬂcnal owner of securities which may be acqulred within sixty days
through-the exercise of options, warrants, and rights, if any, and such securities are deemed to be
outstandmg for the purpose of computing the percentage of the class beneficially owned by such

. person.

{2) Penske Corporatron is the beneﬂcrar owner of 36112 044 shares of common stock of which it has
shared power to vote and’ dlspose together witha wholly owned sub5|d|ary Penske Corporation also
has shared votlng powerover 851,316 shares undervotmg agréements. Penske Corporation also has

" the right to 'vote thé shares owned by t the Mitsui entrtles (see note 3) under certain circumstances
discussed under “Certain Relatronshlps and. Related Party Transactions”” If these shares were

deemed to be beneficially owned by Penske Corporatron -its " beneficial ownershlp would be

52, 522 577 shares or 55.4%.

- (3) Represents 311 444 shares held by Mitsui & Co., (U.S.A.), inc. and 12,447,773‘shares held by Mitsui &

,Co, Ltd.
(4) As reported on Schiedule 13G as of December 31, 2006 and filed with the SEC January 23, 2007
5 As reported on Schedule 13G as of December 31, 2006 and filed with the SEC on February 14, 2007
{6) As reported on Schedule 13G as of December 31, 2006 and filed with the SEC February 2, 2007,
{

7) Mr. Barr also owns 4,025.85 deferred stock units which vest following his retlrement from our Board
of Directors. .

(8) Mr. Kurnick has shared voting power with respect to 31,292 of these shares.

{9) Mr. Lovejoy also owns 10,556.7 deferred stock units which vest foIIowmg his retirement from our

Board of Directors. - -
(10) Includes 5,000 shares issuable upan the exercise of options.
{11} 620,000 of these shares are pledged under a line of credit.

{12} Mr. Noto also owns 13,51717 deferred stock units which vest following his retlrementfrom our Board
of Directors.

{13) Includes the 36,963,360 shares deemed to be beneficially owned by Penske Corporation and
64,550 shares deemed to be beneficially owned by Penske Capital Partners, L.L.C., all of which
shares Mr. Penske may be deemed to have shared voting and dispositive power. Mr. Penske is the
managing member of Penske Capital Partners and the Chairman and Chief Executive Officer of
'Penske Corporation. 64,500 of the shares deemed owned by Penske Capital Partners are pledged as
security to Penske Corporation. Mr. Penske disclaims beneficial ownership of the shares beneficially
owned by Penske Capital and Penske Corporatlon except to the extent of his pecuniary interest
therein, Penske Corporation also has the right to vote the shares owned by the Mitsui entities {see

note 3) under certain circumstances discussed under “Certain Relationships and Related Party

Transactions.” If these shares were deemed to be beneficially owned by Mr. Penske his beneficial
ownership would be 53,158,980 shares or 56.0%. .

(14} Includes 10,000 shares issuable upon the exercise of optlons Mr. Penske Jr. has shared votrng
power W|th respect to 44,090 of these shares,

' (15) Mr. Peters has shared voting power with respect to these shares.

(18) Mr. Walters has shared voting power with respect to 18,892 of these shares,

.
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UDlT COMMITTEE REPORT

The Audit- Commlttee of the Board of Directors is responS|bIe for prowdmg 1ndependent

.- .-objective.oversight of our- -accounting functions and internal controls. The. Audit-Committee
.-acts.under a written charter.adopted- and approved-by-the -Board of Directors: The. Audit*

Committee is comprised.only of. mdependent directors as set forth in the listing requrrernents

.. of the New York' Stock Exchange, the more strrngent requirements of our corporate governance

guidelines and the Securities and Exchange Commission’s additional.independence require-

ments: In addition, our Board of Directors, has determined that each of our committée'members -

is an “audit- commlttee flnanC|aI expert" as defmed by Securmes and Exchange Commlssmn

- orules.

- . In-accordance W|th the Audit. Committee charter the Audit Committee has the sole

. authonty to retain and terminate our independent registered publlc accounting firms.and is

. -responsible for recommending to the Board of Directors that our flnan0|al statements be
-included in our annual report.on Form-10-K.- : o

The Audit Commlttee took-a number of steps in making this’ recommendatlon for our 2006
annual report. First, the Audit Committee discussed with our.independent registered public

.- accountjng firms those matters- required to be discussed by.Statement on Auditing Standards
.~ No. 61, including | mformatron regardmg the scope : and results of their audits. These commu-

nications and discussions are intended to assist.the Audlt Committee in.overseeing the
financial reporting and disclosure process: Second, the Audit -Committee discussed with
the independent regrstered public accounting firms their mdependence and received letters
and written disclosures from the independent reglstered pUb|IC accounting firms required by
Independence Standards Board Standard No.1 (Independence:Discussions with Audit Com-
mittees). These discussions and disclosures assisted the Audit Committee'in evaluating such
independence. Finally, the Audit Committee reviewed and discussed the annual audited and
quarterly unaudited; financial statements with our management and the independent regis-
tered public accountmg firmsin advance of the public release of operating results, and before
the filing of our annual and quarterly reports with the Securities and Exchange Commission.

Based on the foregoing, as’ weII as on the review and discussions referred to above, and
such other matters .deemed relevant and appropriate by the Audit Committee, the Audit
Committee recommended to the Board of Directors that our financial statements be included
in our 2006-annual report_on Form 10-K as filed with the SEC on March 1, 2007.

The Audit Committee of the
Board of Directors

;Michael R. Eisenson (Chairman)
John D. Barr :
Ronald G. Steinhart



: INDEPENDE\NT-REGISTERED PUBLIC ACCOUNTING FIRMS

“ " Deloitte & Touche LLP thememberfirmsofDeIoitfeToUcheTohmatsu,andtheir'respective

affiliates (collectively referred to as “Deloitte”) will audit our consolidated financial statements . -
© - for 2007 and perform other services. In 2006, Deloitte did not audit certain of our subsidiaries

which. own certain of our international operations and their opinions, insofar as they relate to

.- those operations, are based solely on the reports of the independent auditor of those oper-

ations, KPMG Audit PLC (“KPMG?). This’ arrangement will continue in 2007 We refer to Deloitte
“and KPMG collectively as our independent registered. public accounting firms. We paid the

independent registered public accounting firms the following fees forthe enumerated services
in 2005 and 2006, all of which serwces were approved by our Audlt Committee. :

" Audit Fees. Audit Fees in the table below include the aggregate fees for professional
- services rendered by the independent reglstered public accounting firms.in connection with
the audits of our consolidated financial statements, mcludmg the audits of management's
assessment of internal control over financial reporting, reviews of the consolidated condensed |
financial statements included in.our quarterly reports on Form 10-Q, and other services
normally prowded in connection with statutory or regulatory engagements |

Audit Related Fees. - Audit Related Fees in the table below include the aggregate fees for:
professional services rendered by the independent registered public accounting firms in
connection with registration statements, acquisition due diligence, their assurance services
related-to benefit plans and accounting research and consultation. -

Tax Fees. Tax Fees in the table below include aggregate fees for professional services
.. rendered by the independent registered publlc accounting firms in connectlon with tax com-
_ pliance; planning and advice.

All Other Fees. All Other Fees in the table below include aggregate fees for all other 7
services rendered by the independent registered public accounting firms. These fees related
- primarily to appraisal review services and benefits advisory services.

Deloitte KPMG
2006 - - 2005 2006 2005
AuditFees. ......... e $ 1147000 $ 1179000 $ 705,000 $453,000
Audit Related Fees . . .............. $ 227000 $ 291,000 $ 118,000 § 28,000
Tax Fees ' '
Tax Compliance........ .. $ - $ 41000 % - % -
OtherTaxFees ................. $ 148,000 $ 159,000 - -
$ 148,000 $ 200,000 - -
All Other Fee_s .................... $ 16,000 $ 12,000 $ 199,000 $ 75,000
Total Fees ... ... .. R $1,538,000 $1,682,000 $1,022,000 $556,000

The Audit Commlttee has considered the nature of the above-listed. serwces prowded by
",the independent reglstered public accounting firms and determined that they-are compatible
" with their provision of independent audit services. The Audit Committee has discussed these
services with the independent registered public accounting firms and management to deter- .

mine that they are permitted under the Code of Professional Conduct of the American Institute -

of Certified Public Accountants and the auditor mdependence requirements of the Securities -
,and Exchange Commissmn

Pre-approval Policy. The Audit Committee has adopted a policy requiring pre-approval of
audit and non-audit services provided by the independent registered publi'c_: aceounting firms.

-
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The prlmary purpose of this pollcy |s to ensure that we engage our publlc accountants only to

: prowde audit and non-audit services. that are compat|b|e with.maintaining mdependence The
Audit Committee is required-to. pre-approve all services. relating to work performed for us by
our independent reglstered public accounting firms, arid.related fees. The Audit Committee
must also approve fees incurred for pre- approved services that are in excess of the approved
‘amount ‘prior to payment except as provided:below. Our independent registered public
accounting firms are proh|b|ted from performlng any- sefvice prohrblted by appllcable law.

_ . Pre- approval of. audit and .non; audtt ser\nces ‘may be given at any tlme up {o.a year before
commencement of the specufled service: Engagement of the. 1ndependent reg[stered public
accounting firms and_ their fees for the annual audit must be approved by the entire Audit
Committee. The Chalrman of the Audit Commlttee may, mdependently approve services if the

estimated fee for the service is Iess than 10% ofthe total estimated audit fee, or if the excess _

fees for pre-approved ‘services are less than. 20% of the approved fees for.that service;
. provided, however, that no such pre-approval may be granted with.respect to any-service
.prohibited by applicable law or that otherwise appears reasonably likely to compromise the
mdependent registered. publlc ‘accounting-firms’ mdependence Any pre-approval granted
" pursuant to this de|egat|on of authority is reviewed with the Audit-Committee at.its’ next
regularly scheduled meeting ‘Non-audit:services for which the estimated‘fee.is greater than
- 10% of the’ audlt fee must be approved by the entire Audit Committee before commencement
ofthe ser\nce Co , !

Itis ant|0|pated that a representatlve of Déloitte will be present atthe annual meetlng with
-+ the opportunity to make a statement and to answer appropriate questions. -

‘RELATED PARTY TRANSACTIONS
Our Board of Directors has: adopted a wrrtten pohcy W|th respect to the’ approval of related

- party transactions. Underthe policy, related party tranSactions over $5,000 are to be approved
- by a.majority of either the ‘members of our Audit’ Commlttee or our- disinterested Board

" - members. At edch regularly scheduled meeting, our Audit Committee reviews any proposed

" hew related party transactions. for dpproval ‘and reviews the status of previously approved
trahsactions.- The disinterested members of our Board of Directors typically review new
material transactions for. approval Each- of the transactlons noted below was approved by
-our Board of Directors or Audtt Commlttee pursuant to- thiS pollcy

_ Entities affiliated with Roger S. Penske our Chairman of the Board and Chief Executive
Officer; are parties to a stockholders agreement described below. Mr. Penskeis-aiso Chairman
-of the Board and-Chief Executive Officer of Penske Corporation, and; through entities affiliated
- ‘with Penske. Corporatlon our largest stockholder. The parties to.the stockholders:agreement
© are International'Motor Cars Group, I, L.L.C. (“IMCGII"); Mitsui & Co., Ltd;, Mitsui & Co, (USA),

- Inc.:(coliectively, “Mitsui”), Penske Corporation and. Penske’ Automotive’ Holdings Corp. We

+ refer to IMCGII, Penske Corporation and Penske Automotlve Hold|ngs Corp. as the Penske
affllaated compames ' : ,

In conneotaon witha saie of shares of our common stock to Mltsw in March 2004, MttSUI and
the Penske ‘affiliated companies agréed to certain “standstlit” provisions. Until termination of
. the stockholders agreement discussed below, among other things. and-with some exceptions,
the partles have agreed not to acquire or seek to acquire any of ‘our capital stock or assets,
entérinto or propose business combinations invoiving us, participate in a proxy contest with
respect to-us or initiate or propose any stockholder proposals with.respect to us. Notwith-
“standing the prior sentence the purchase agreement permits (1) any transaction approved by
either a- majority of disinterested-members of our Board of Directors or a majority of our
disinterested stockholders, (2) in the case of Mitsui, the acquisition of. securities if, after giving

effect to such acquisition, its beneficial ownership in us is less than or equal to 49%, (3).in the
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case of the Penske affiliated companies, the acquisition of securities if, after giving effect to
- such acquisition, their aggregate beneficial ownership in us is less than or equal to 65%, and
(4) the acquisition of securities resulting from equity grants by the Beard ‘of Directors to
mdmduals for compensatory purposes. . :

We have also agreed to grant Mitsui the rlght to an observer to our Board of Directors as
long as it owns at least 2.5% of our outstanding common stock, and the right to have an
appointee designated as a senior vice president of UnitedAuto, as long as it owns at least 10%
of our outstanding common stock. ‘Mr. Hiroshi' Ishikawa, one of our directors, has been
appointed as our Executive Vice President - International Business Development. We also
agreed not to take any action that would restrict the ability of a stockholder to propose,
" nominate or vote for any person as a d|rector of us, subject to specified llmltatlons

Stockholders Agreement. Slmultaneously with this purchase, Mitsui and the Penske
affiliated companies entered into a stockholders agreement. Under this stockholders agree-
ment, the Penske affiliated companies agreed to vote their shares for one director who is a
representative of Mitsui. In turn, Mitsui-agreed to vote its shares for up to fourteen directors
voted for by the Penske affiliated companies. In addition, the Penske affiliated companies
agreed that if they transfer any of our shares of common.stock; Mitsui would be entitled to “tag
along” by transferring a pro rata amount of its shares upon similar terms and conditions, subject |
to certain limitations. This agreement terminates on its tenth anniversary, upon the mutual
consent of the parties or when either party no longer owns any of our common stock.

Registration Rights Agreements. We have granted the Penske affiliated companies
registration rights. Pursuant to our agreements, the Penske affiliated companies each may
require us on three occasions to register all or part of our common stock held by them, subject
to specified limitations. They are also entitled to requést inclusion of all or any part of their
common stock in any registration of securities by us on Forms S-1 or S-3 under the Securities
Act of 1933, as amended (the “Securities Act”). In connection with the purchase of shares by
. Mitsui discussed above, we have granted registration rights to Mitsui. Under our agreement,
Mitsui may require us on two occasions to register all or part of its common stock, subject to
specified limitations. Mitsui also is entitled to request inclusion of all or any part of its common
stock in any registration of securities by us on Forms S-1 or §-3 under the Securities Act.

Other Related Party Interests. Several of our directors and officers are affiliated with
Penske Corporation or related entities. Mr. Penske is a managing member of Transportation
Resource Partners, an organization that undertakes investments .in transportation-related-
industries. Richard J. Peters, one of our directors, is a director of Penske Corporation.and a
managing director of Transportation Resource Partners. Robert H. Kurnick, Jr, our Vice Chair-
man and a director, is also the President and a director of Penske Corporation and Paul F
Walters, our Executive Vice President — Human Resources serves in-a similar capacity for
Penske Corporation. Mr. Ishikawa, one of our directors, serves as our Executive Vice Presi-
dent — Internatlonal Business Development and in a similar capacity for Penske Corporation.
‘Our President, Roger S. Penske, Jr,, also serves as a director of Penske Corporation and is the
son of our Chairman and Chief Executive Officer. These employees or directors recéive salary,
bonus or other compensation from Penske Corporation orits affiliates unrelated to their service
at UnitedAuto. Our directors, Eustace w. Mita and Lucio A. Noto are each investors in Trans-
portation Resources Partners

Other Transactrons We are currently a tenant under a number of non- cancelable lease
agreements with Samuel X. DiFeo and members of his family. Mr. DiFeo served-as our President
and Chief Operating Officer until March 8, 2006. The aggregate amount paid by us in 2006
under these leases was $5.9 million. The aggregate amount of all contractual payments from us
under these leases from January 2007 through termination in 2020'is $78.7 million, with an
additional $42.4 million due in the event we exercised all of our optional extensions under the
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. leases through 2045..In.September 2006, we sold one of our dealerships to an entity affiliated
.with Mr. DiFeo in exchange for $2.7 million, mcludlng payments for mventory

.. From trme to tlme we pay and/or receive fees from Penske Corporation and its afflllates for
B ,'serwces rendered rn the normal course of business, mcludrng rents paid to Altomotive Group
) Realty, LLC (“AGR”) as described below, payments to third part|es by Penske Corporatlon on
our behalf which we then reimburse to Penske Corporatlon payments {o third parties made by
us on behalf of Penske Corporation which they then reimburse to us, payments relating to the
use of aircraft from Penske Jet, Inc., and payment ofa racing sponsorshlp to Penske Racingin -
2006. These transactions are reviewed quarterly by our-Audit Committee’ and reflect the -
provider's.cost or-an amount mutually. agreed upon by both-parties. Aggregate payments"
relating to such transactions amounted to $5:4 million paid by UAG and $0 2 mllllon recelved by

- UAG in 2006, excludrng the payments torAGR dlscussed below. .

‘We are currently a tenant under a number of non-cancelable Iease agreements with AGR-
and its subsidiaries. AGR is a wholly owned subsidiary of Penske Corporation. The aggregate
amount paid by us to AGR in 2006 under these leases was $4.2 miilion. The aggregate amount
of all contractual payments from us to AGR under these leases from January 2007 through
termination in 2014 is $2.7 million, with an additional $4.5 million due in the event we exercised
all of our optional extensions under the leases through 2024. In addition, in 20086, we sold to
AGR improvements for $100,000 which were subsequently leased by AGR to us {and which are
included in the preceding figure). We also purchased several properties from AGR for $251 mil-
. lion in 2006. Each purchase or. sale was valued at a price.that was either independently
. confirmed by a third party appraiser or at the price for, whlch we purchased the property froman

independent third party. . - .

We and Penske Corporation have entered into a joint insurance agreement which provides -
. that, with respect to certain shared insurance policies (which includes our property policy),
- available coverage with respect toalossshallbe pard to each party as stipulated in the policies.
in the event of losses by us and Periske Corpdrationin excess of the limit of any policy during a
policy period, the total policy proceeds shall be allocated based on the ratro of premlums paid.

In 2006, we' acqmred a 10% interest in Cycle Express LLC an auctloneer of powersport
. vehicles’in exchange for $5.5 million. Transportation-Resource Partners (“TRP”), an organiza-
- tion discussed above, simultanedusly acquired a controlllng interest in this.company on the
same financialterms as our investment. We also have continuing investmentsin two other TRP .
controlled companies: a provider of-outsourced vehicle management solutions (“QEK”)and a
mobile vehicle washing company. In 2006, we paid- QEK approximately $1,403,000, relating
principally to the preparation and delrvery of new vehlcles in the U K and we recelved $78, 500
of management fees from QEK e _ B

C We- are also. party to an operatlng agreement wrth FtogerS Penske Jr. relatlng to.his 10%
. ownership investment in.one of.our subsidiaries; HBL, LLC; which is a holding company for five

- of our franchises in Vrrgmla From:time to time, we provide HBL with working capital and other

. debt financing and make periodic pro rata-distributions from HBL to Mr. Penske; Jr; which for
2006 totaled approxlmately $715,200. For 2006, Mr. Penske, Jr., also- received total compen-

sation from us- of approx:mately $1,828, 000 in' his ‘capacity as Executlve Vice President -

. 'Eastern. Operatlons and he received 6,000 shares cf restrlcted stock W|th a grant date fair

value of $130,020-in March 2006., Lo, R .

e LA T . s

.Our offrcers directors and their: aff:llates penodlcatty purchase Iease or seII vehlc!es from

our dealershlps on fair market terms.-Additionally, we hire automotive technicians.who-have

graduated from Universal Technical Institute (*UT1"), a provider of technical education, whose
Chief Executive Officer is Kimberly McWaters, one of:our.directors.. We‘make no payments to
UTI for these graduates and hire them on the same terms as other employers.
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In 2006, we employed the sons of Eustace Mita, one of our dlrectt)rs' 'and James Davidson,
ourformer Executive Vice President - Finance, at our dealerships as managers, for which they

. were compensated $311,400 and $227,000, respectlvely In 2006, we employed the son-in-law

~'of Paul Walters our Executlve Vlce PreSIdent - Human Resources as Senlor Vice Pre5|dent -

".-$286 093 The compensatlon of these individuals'is commensurate with thelr peers. For 2006,

~'MF Ishikawa received total compensation from'us of approximately $150,000 in his’ capaCIty as

Executive Vice PreS|dent - International Business Development, as well as 2, 000 shares of

T restrlcted stock with a grant date fair value of $43, 340

_An entlty controlled by one of our dlrectors Lucio A. Noto. (the “Investor”) owns an mterest

--in one of our subsrd|ar|es UAG Connecticut I, .LLC (“UAG-Connecticut I}, which entitles the

Investor. to 20% of the operating profits of UAG ‘Connecticut I. From time to time, we provide
UAG Connecticut | with working capital and other debt financing and make periodic pro rata

distributions frém UAG Connecticut-I to the Investor, which in 2006 totaled $387538. In

“addition, the.Investor paid us $132,000°in 2006 pursuant to his option to purchase up to a.’

. 20% mterest in UAG Connectlcut I

OTHER MATTERS

Securrtres Authonzed for Issuance Under Equity Compensatron Plans.., The following |
~‘table provides details regarding the shares of common stock issuable upon the exercise of
' 'outstandlng optlons warrants and rights granted under olur equity compensatlon plans (|nclud- )

lng individual equity- compensatlon arrangements) as of December 31, 2006.

-, Weighted- average Number of.securities remaining’ "

1
-Number of securities to  exercise price of . available for future issuance

" be issued upon exercise outstanding under equity compensation
.of outstanding options, options, warrants. ~ plans (excluding securities
. warrants and rights . andrights - reflected in column (A))
Plan Category - . _ (A) . (Bfl ST - (C)”
" Equity.compensation plans =
- approved-by secunty . . _ . o L
holders . ............., . .. 733134, $8.40° - . 2,882,957
Equity compensation plans X ST . ~ :
not approved by securlty : N s ) R
< holders Ul o0 0 L - s =
Total T '.'f-.' ceeT 733134 S 840 2,982,957

Sectron 16(3) Benefrcral Ownershrp Reportmg Co’mplrance Sectlon 16(3) of the Secu- S
. rities Exchange Act of 1934 requires our executive ‘officérs and drrectors and persons who - - -

" beneficially own more than 10%: of our common: stock.to file initial reports’of ownership and

- ..-. % TG g N g

principal executive.offices at 2555 Telegraph Road, Bloomfleld Hills, M:ch|gan 48302-0954 for

" _.‘-lnclu5|on in the-proxy statement’ by November 29,22007. These proposals must also meet other

requirements of the rules of the SEC relating to stockholder proposals. Stockholders ‘who

“intend to present an item of business at the-annual meeting of stockholders in 2008 (other than

-a.proposal submitted- for inclusion in our- proxy statement) must provrde us notlce of the e

business no later than February 13, 2008:
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. - Stockholder Nommatrons and Proposals for 2008 We must recelve any proposals ‘
" intended to be presented to stockholders at our 2008 annual meetlng of. stockholders at our

Manufacturer Relatlons and as a general manager for ‘which he received’ compensahon of

-+ reports of changes of ownership with the SEC.To't our knowledge :based solely on ourreview of .
w7 .the Section 16( ) forms- furnished+to us and" representatlons from ‘our executive, officers,
v 1d|rectors and’ greater than 10% beneflcaal owners all Section: 16(a) reports were tlmely filed
©oin 2006 T R . . e
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Proxy lnformatron We do not anhcrpate that there WI|| be presented at the’ annual

meeting any busmess other than as discussed in the above proposals and the Board of. .

Directors is not’aware of-any other matters that might properly be presented for action. at

‘the meeting. If any ‘other business -should ‘properly come’ before the annual meeting, the’

persons named on the enclosed proxy-card will have dlscretlonary authorlty to vote all proxies
in accordance with their best judgment. -

Proxies in the form enclosed are solicited by or on behalf 6f our Board of Directors. We will

-bear the cost of this solicitation. In addition to the solicitation of the proxies by use of the mails,

some of our officers and regular employees, without,extra remuneration, may solicit proxies
personally, or by telephone.or otherwise: In addition, we will'make arrangements with broker-
age houses and other custodians, nominees and fiduciaries to forward proxles and proxy
material to their-principals, and we will reimburse them for ‘their .expenses in forwarding

. soI|C|t|ng materials, which are not expected to exceed an aggregate of $5,000.

It is important that proxies be returned promptly Therefore, you are urged o sngn date and

-return the enclosed proxy card in the accompanymg stamped and addressed enveiope as

soon as possible.

We will- provude without charge to each of our stockholders, on the wrltten request of
such stockholdér, a copy of our Form 10- K for the year ended December 31, 2006 and any
of the other documents referenced herein. Copies. can be obtained.from United Auto
Group, ‘Inc., : Investor Relations, 2555 Telegraph Road,  Bloomfield HI||S M:chlgan

.'-48302 0954 (248 -648- -2500).
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T * L . ‘ AnnexA ; o _'i ',
‘ Lo CERTlFlCATE OF AMENDMENT OF
RESTATED CERTIFlCATE OF INCORPORATION
: "OF i o
UNlTED AUTO GROUP |NC

*kkkk e

Unlted Auto’ Group, Inc a corporatlon organlzed and exrstrng under and by virtue of the
General Corporatlon Law of the State of. Delaware DOES HEREBY. CERTIFY '

- FIRST That at a meetmg ofthe Board of Directors of United Auto Group, Inc., resolutlons
- were duly adopted settlng forth a proposed amendment to the- Restated Certlﬂcate of Incor-
poration of said corporation, declaring said amendment to be advisable and subject to con--
S|derat|on at a meeting’ of the stockholders of said corporatlon for con5|derat|on thereof The
proposed amendment is as follows:

) RESOLVED, that the Restated .Certificate  of Incorporation of this corporatlon be
. amended by changlng Artrcle | thereof so that as amended sald Artlcle shall be and read '
as foIIows : :

“The name of the Corporatron is Penske Automotlve Group Inc (the “Corporatlon”)” .

SECOND That thereafter pursuant to reSolution of | its Board of Drrectors an annual .
meeting of the stockholders of said corporation was duly called and ‘held, upon notice’ in .

- accordance Wlth Sectlon 222 of the General Corporation Law of the State of Delaware at whlch

meeting the - necessary number of shares as reqwred by statute were voted in favor of ‘the-

. amendment

THIRD: . That sald amendment was duly adopted in. accordance with theé provuswns of
) Sectlon 242 of the General Corporatlon Law of the State of Delaware

IN WITNESS WHEREOF said. Umted Auto Group, Inc. has caused thtS cert|f|oate to-be

T o srgned by Shane M. Spradlm its Secretary, this day of . . ,2007.

By: Shane M. Spradlin.
Its: Secretary
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State-of-the-art
Dealership Facilities

Turnersville Auto Mall — Turnersville, New Jersey
Brands Represented: Acura, BMW, Cadillac, Chevrolet, Honda, HUMMER, Hyundai, Nissan, Scion, Toyota

§F 8 o
Inskip Auto Mall — Warwick, Rhode Island
Brands Represented: Acura, Audi, BMW, Bentley, Infiniti, Lexus, Mercedes-Benz, MINI, Nissan, Porsche, Volvo
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